the word "confidence" was to make it possible for countries to make plans with
assurance that if untold untoward circumstances should develop and it would temp-
orarily find itself unable to proceed, it had recourse to the Fund. It gave them
the same sort of assurance as the Central Bank making it possible for them to lend
with the understanding that should there be a temporary decline in the deposits

the members could resort to the Central Fund for assistance. This is the same

gort of thing in an international way. A country can plan its international finan-
cing and feel that if it should fall short there is an international organization to
come to its assistance, and that's what ie Intended. I think the other point
brought out by the representative of Australia is a little more important because
while the words are very close to Altermative B as they were in Alternative A, they
too change the Impact of the sentence because they give the impression
that it is the Fund's business to assist in the correction of maladjustments. This
Fund will not be equipped to do this. This Fund's function is to make it possible
to delay the consequences of maladjustments and to give the country an opportunity
to take such measures as are necessary to correct the maladjustments. This Fund
will not be large enough to correct any substantial maladjustments in this war-
torn world, and if you should start out with the intention of having the Fund
correct maladjustments the Fund will not be able to live up to its purpose.

Delegate from Australia:

This should also be referred to the Drafting Committee, but I would like
to say that the first point about “confidence" might be made on perhaps somewhere
else. On the second point I still feel thuat giving members time 1s aiso assisting
them to correct maladjustments and the altermative words suggested are appropriate.
However, that whole thing might be thrashed out elsewhere than this Committee.

Chairman:

Shall we refer this to the Drafting Committee with the understanding that
opinions expressed here shall be taken into consideration by the Drafting Committee?

Is that agreeable to you? -- Agreed. I hear no objection, It is so ordered.
Now we consider Section 4., In Section 4 the Alternative A -- really, as 1 can see,
there 18 not a single word of change -- there is no alternative at all. It was put

there because the whole page was suggested as one alternative. It was not because
that alternative had anything particular to suggest with regard to Section L, I
think I am correct in that reading. If so, we will drop Alternative A from our
discussion. Then we have Alternative B, D and E. We have three drafts to con-
gider. I will read first Alternative B. (reads alternative). Alternative D reads
as follows: (reads alternative). Alternative E reads: (reads alternative B --

4 and 5). Discussion now open on these alternatives.

Delegate from Belgium:

Mr. Chairman, I suggested the Alternative D. but in view of Alternative E
I would suggest that Alternative D should not be discussed here and I am willing
to drop it and support E.

Chalrman:

The original proposer of D is willing to drop it, sc consider only Al-
ternative B and E.



Delegate from Norway:

As Alternative D was suggested by Norway I wish in a few words to draw
attention to the reason why this change is suggested. Among all the purposed, the
purpose to promote exchange stability is the one which has been all the time the
center of discussion, and I think it would be wise to let that purpose stand out
by 1tself and direct attention. To a great extent that is a matter of policy --
that 1s one thing -- and another thing is that what here i1s stressed as point 5
1s in a way a quite different thing because if we completely succeeded in pro-
moting exchange stabillity there would be no use in making the orderly alterations
in a member currency. That is the reason we propose to drop that. May I also
pay that where in the new proposed five the Intentlion has been to bring the rule
here in conformity with the expression concerning alterations in 5 ways that I
used in later articles of the draft.

Delegate from Australia:

Australia proposed the amendment contained in Alternative B because while
we are entirely in sympathy with 1t being an objective of the Fund to promote ex-
change stabllity we think that exchange stability should be of a certain kind. It
should not be exchange stabllity pursued for its own self. The danger that we see
both in the original draft and also in Alternative E is precisely that the Fund may
under this feel that it has a directive to aim at. -- Exchange stability irrespec-
tive of whether that is desirable or not. Now, it is perfectly true that in a later
portion of the next provision is made for orderly changes in exchange rates, but
there seems to us to be some conflict in the interpretation as to what is done
later in the text and what is here made one of the purposes and policies of the
Fund. We think that it would be undesirable, for example, if a country were in-
flating internally that the fund should seek under those circumstances to promote
stabllity in the case of that particular country. It would be obviously undesirable
to try to tle down exchange rates while the country was pursuing a domestic policy
of inflation. Such a policy would be undesirable but the harm that it might do
would be aggravated by any attempt to aim at stability of exchange rates under
those circumstances. If it is only a matter of the public attitude toward this
document then it seems to me that the point is met sufficiently by Altermative D
which was proposed for withdrawal. And that alternative the proposal to promote
exchange stabllity, was put first in order in the section and that may perhaps
meet the point of view of those who fear the possible public reception to any
weakening of the references to the exchange stability in this document, but we do
feel that promption of exchange stability in itself as an objective should not be
one of the policies and purposes of this Fund.

Delegate from the United States.

It seems to me the statements of the Delegate from Norway particularly
that the alternative suggested by him comes forward at this time because of other
provisions that appear in the Joint Statement of principle. It seems to me that if
there are to be changes in the latter language that then the Committee might return
to the purposes of the fund. Certainly there is injected into this discussion in
the alternative that we amend the provision agreed upon by the content in the Joint
Statement of Principles, a very important matter that must be met and resolved upon
a later occaslon. I trust that the gentleman may await the resolving of those
provisions before amending or seeking to amend the purposes of the Fund.
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Delegate from Ecuador:

I wish to move that Article No. 4 remain as it is written in the project -
that 1s to permit exchange stability, etc. (reads 4). I make a motion that it re-
main as 1t is without any changes.

Delegate from

I second the motion of the delegate from Ecuador because the amendment
of the words "promote and secure stability". It would be easier, for the Bank
should not secure exchange stability. For this reason I second the motion.

Chailyman:

What is your pleasure? Shall we proceed to vote, or shall we report the
opinion here to the Commission?

Delegate from

I should prefer to vote on this matter. I think this is a matter of
purpose and I think that unless you hear the opinion of everyone present here the
only way to get a good idea of the prevailing opinion is to vote. I think this is
a matter to which we must attach the highest importance.

Reporting Delegate:

I think we must consider Article 4 of the Joint Statement. In this
Article 4 all clauses with regard to the stability of exchange or the possibility
of changlng the rates are stated. I think that it would be wise for our Committee
in agreement with the proposals of the member of the United States to wait and see
how this article would be definitely formulated. If in this article some provisions
will be passed providing for rate of exchange than we shall come back to the pur-
poses of the Fund and include the purposes of the Fund in this matter, but I think
we all agree that the principal purpose of the Fund is to promote and secure
stability. If we shall agree to compromise in this scope something which will
indicate that the Fund will facilitate changes which will prevent the countries
to have recourse to avold competitive discriminatiom then I think we must come back
to this. I should like then to propose we accept the postponement of Alternative D.
(reads Alternative D). I prefer this to E, because in paragraph E we give the
Impression we consider both the establishing of the promotion of the exchange
stabllity and changes as the main objects of the Fund, while the main obJect is the
stabllity of the countries, so I should like to come back to proposal D and not E.

Delegate from Brazil:

Mr. Chairman I beg to second the suggestion made by the Reporting Dele-
gate because the spirit in which Article 4 or Capter 4 is drawn up is the spirit
of promoting stabllity, and only consider changes in special cases, 8o the whole
idea in paragrap! 4 which is intimately connected with that we are now discussing
seems to be the promotion of stability as the governing principle. However, as the
American Delegation pointed out, perhaps we might consider this point now Df the
preamble after having considered the question of par values of member countries to
see whether the Comnmittee will approve the general principles laid down in
Chapter 4 is that of promoting stability. Generally speaking the Brazilians had
rather favored among all the amendments that which has been withdrawn by the
Belgian Delegation which seems to be among the members who wanted it more in



accordance with the spirit of the Fund. But the suggestion made by the Reporting
Delegate to postpone anychange in this article of the preamble until such time as
we discuss the whole matter in more detall seems to me the best one.

Delegate from United Kingdom:

I should 11ke to support what has been said here. I hope very much that
we shall not proceed at this juncture to put this matter to a vote. It seems to
me, Mr. Chairman, that it would be highly undesirable if at this stage we would
proceed to vote on matters which to some members at any rate seem to engulf fun-
damental points of principle. By all means let us proceed. Let us not linger on
unimportant points - there are other points. But where these points are involved
surely for us to be taking sides before we have a preliminary run through would be
a mistake. 1 therefore support what has been said by the delegate of the United
States and the other speakers who spoke in that sense.

Delegate from France:

I wish to support the preceding speakers. I think it is premature to
vote at the present time on a matter of principle.

The Chairman:

I think we have devoted enough time to the discussion of this section.
We had a variety of opinions discussed. We have one very important point which we
shall bear in mind. This principe affects the nature of the whole fund and what
we are to adopt here should be harmonious with the total which we will
build so 1f it should be agreeable to the Committee here I would suggest that we
temporarily ask the drafting committee to take this section in hand with due con-
sideration of opinions expressed here and with consideration of proceedings of
this Committee as & whole not only at the present stage but in later stages. In
other words the drafting committee should report somewhat later and not together
with other articles.

Delegate from Norway:

It was necessary for us to bring this gquestion up at this tims before
this committee because as far as I remember the problem which it involves reali-
ties should be treated by another committee.

Chalrman;:

Do I hear any objectlon to my suggestion? If not, so ordered. Now we
shall proceed to consider section 5. Section 5 is only alternative A. The Al-
ternative reads: (Alternative read). The change 1s in the first part of the
sectlon, the second part remaining the same. In the first part we substitute -
the alternative substitutes this phrase "multilateral system of payments" in-
stead of "multilateral payment facilities.” Then the second part on current
transactions of member countries there is a word in respect to current and so forth.
What 1s your pleasure with regard to Alternative A, section 5%

Delegate from Great Britain:

Might we agree to accept that Mr. Chairman?




Chairman:

It seems to be a happy improvement on the wording. Shall we adopt Alter-
native A, section 5, Is it agreeable to all? I hear no obJection, so ordered.
Alternative A, Section 5 is adopted. Now we proceed to section 6. Section 6 has
two alternatives - Alternative A (reads Alternative A). There is no change, but
Alternative B (reads Alternative B) - addition of this phrase "in accordance with
above principle" and the word "countries" instead of "members". What is your
pleasure in regard to the Alternative B? Shall we add or shall we not that phrase
"in accordance with the above principle”.

Delegate from Australia:

This amendment is also put forward by Australia. It seemed to us that
the statemsnt of purposes and policles of the Fund as set out in six gave to the
Fund altogether too wide a discretion. It must be remembered t at the Fund has the
power to refuse member countries access to their purposes if any member is not
complying with the policies and purposes of the fund. In addition to that the Fund
mst take In account the purposes and policies of the Fund. Six saye quite
bluntly (reads) One way of doing that would be in the case of any disequilibrium
to lessen the degree of equilibrium of balance of payments. For a country to follow
a rigid policy of deflation such as wage cutting and other policies of deflation
which have to be met in such circumstances. Now we doubt if in the present state
of knowledge on monetary methods whether this is an amendment which should be
adopted. We think there are other ways of correcting disequilibria of that kind and
those other ways are preferable. Our proposal is intended to restrict the dis-
cretion of the Fund to the principles which were set out under one to five and to
eliminate what seems to us a possible objectionable method of correction.

Chairman:

Any further discussion?
Delegate from United States:

Mr. Chairman, if there are no obJections as far as the delegates from
the United States are concerned we think it means the same thing with the lan-
guage in as it does with the language out.

Delegate from

Will we put that in every clause "in accordance with the above purposes.,"
Chairman:

No the suggestion is only to insert that clause in section 6.
Delegate from

Then the remainder will not be in accordance with the purposes?

Chairman:

That of course is not intended.



Delegate from

Mr. Chalrman what occurs to me 18 whether it is really necessary to tell
that "in accordance with the sbove purposes”.

Delegate from Mexico:

The change of alternatives 1is contradictory with another phrase in
article 3 which says to give time to correct maladjustments since it is the
purpogse of the Fund to provide shorter credit but what the Fund can do 1s to
maintain this equilibrium without having to take restrictive measures and we feel
that the wording of that phrase of this article is unfortunate and we should like
to propose that it be referred to the drafting committee.

Chairman

I wonder if you all got the point of the suggestion made by the member
from Mexico. He finds that the phrase "to shorten the period. That might be con-
tradictory to something we sald above giving the members time to correct malad-
Justments so that it may well be referred to the drafting committee to find out
whether the words are contradictory and if so to find a better expressiocn.

Delegate from:

May I ask how the Fund would shorten the period of its agreement?
Chairman:

Is someone in & position to answer that question?
Dr. Goldenwelser

I shall attempt to answer it I think the idea of thie section 1s that
it would shorten the period by relieving the country temporarily from the pressure
of ite exchange while it is undertaking adjustments and therefore make it easier
for them to bring about the adjustment and bring them about in a shorter time.

The help extended to the members rather than shorten the equillibrium because we

seem to be expanding the fund beyond its real scope if the idea 1s to actually
shorten the equilibrium. I thought the Fund's scope was to lend help to the mem-
bers who are in need of such help, but not in holding adjustment of its equilibrium.

Chalrman:;

I thank you Dr, Goldenweiser. I understand how by so doing it would
help the countrv while it affects 1ts own equilibrium. While the country itself
is adjusting its own position to lessen , 8o the Fund 1tself will not
shorten. The Fund will lessen the effect of the equilibrium while it is affecting
ite readjustment .

Dr. Goldenweiser:;

Mr. Chalrman, May 1 say that the intention of the language 1s not to
indicate that the Fund in itself will do anything to bring about corrections in mal-
adjustment merely because it will relleve the country of the exchange pressure
during the period but in view of the fact that the language is subject to
misunderstanding 1 think it would be best to refer 1t to the drafting committee

0o




which will have heard the comments and will attempt to correct any misleading
impresslion that it may give.

Chairman:

With respect to the first part " in accordance with the above
principles" there are two opinions - one that 1imits the Fund's possibilities
wlth member countries. The other opinion is that everything the Fund does
must be in accordance with the principles. There is nothing the Fund can do
without being in accordance with the Fund's principles. The second part, "to
shorten the period", the language is not clear. It is subject to misunder-
standing. Therefore it seems to me to be proper to leave this matter to our
drafting committee. Let them work on this section and bring to us something
better, clearer- then we will spend time to consider this. Any obJection?

I hear no obJections, so ordered. Now we have to consider certain matters
that was added to the original Joint Statement. We have alternative F
which is an addition. It is Intended to be a new section of this article -
Alternative F.(reads). Discussion is open on Alternative F,

Delegate from Brazil:

Mr. Chairman thls was the suggestion made by the Brazilian delegation.
The 1dea was to indicate the advisability of establishing connection between
the actions of the Fund and those of the Bank. It 1s somewhat connected with
the point I had the opportunity to raise this morning in respect of a dis-
cusslon of an amendment suggested by the Indian delegate. It is not we think
the purpose of the Fund to deal with the investments. It seems to me, and as
far as we have understood it, the general principle is that the Fund will deal
with short-term or even perhaps at the most medium-term credit but long-term
credit will be dealt with by the Bank. The two policies, however, should, it
seems to us either connected or in some cases, the equilibrium, the balance
of payments of a certain country which might be absorbed by the governing
period of the Fund may be due to lack of investment. In this case the fund
may get in touch with the bank and call attention to the advisabllity of
directing investments to that country in order to give them the means of
re-establishing the balance of payment. It seems to us that this should be
inscribed as one of the purposes of the Fund to establish a connection with
the bank purposes. that was the ldea of this amendment.

Chairman:
Any further discussion?
Delegate from Poland:

The statement made by the Chairman of the delegation of Brazil -
I think that we all understand very well to correct maladjustments in
the balance of payments of many countries some other means are necessary as
we have found - ag they are in their own resources. So we see here that
also we should consider the proposal of the Bank of Reconstruction and
Development and it should be very advisable to put into the statuts of the
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Bank
Fund the proposal of the delegate from Brazil which points to the necessity of
collaboration of these two International institutions.

Dr. Goldenweiser:

When you read Alternative F 1t seems on the face of it to be innocent
and in general it is clear that the functioning of this Fund would have to be
correlated with the functioning of other international machinery but we have no
real assurance at this stage that both the Fund and the Bank machinery would be
established and it seems somewhat outside the scope of the purposes of the Fund
to indicate that it 1s one of its purposes to cooperate with something elee which
may or may not exist. There 1s a proposal which will come up in due time about
cooperation between the Fund and other international agencies and it seems to me
that it would be very much better to pass this up at this time and consider that
section as one of the substantive matters rather than one of the purposes of
the Fund.

Chairman:
Any further discussion?
Delegate from Brazll:

Of course the proposal made of establishing correlations between
two institutions presupposes the existence of both. If one of them does not
materialize of course there 1s no possibility of establishing relation between
two things one of which does not exist. I gquite agree that in view of
Dr. Goldenweiser's announcing to us that there will be certain proposals in
connection with this:subject to be further discussed, that the matter should
be postponed until such time as the other proposal in connection with it could
be taken up by the ‘committee.

Chairman:

The member proposing this alternative agrees to the postponement
of this alternative until we consider the proposal of other international
agencies - so the consideration of Alternative F 1s postponed.
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MINUTES OF MEETING OF COMMISSION I - COMMITTEE 1
10:00 a.m. Auditorium

July L, 610Lk

Dr. Tsiang took the Chair upon introduction by Dr. White, Chalrman
of the Commission I of the Conference. He outlined briefly the procedure to
be followed by the Committee indicating that the Committee would follow the
topics assigned to it in Document No. 51 distributed by the Secretariat
entitled " Assignment". He indicated that the Committee would follow these
agsignments within each article and proceed section by section. Where there
was only one alternative embodying no substantial change the Committee would
endeavor to reach agreement or where there was more than one substantial
change the Committee would take up the alternative involving substantial change
first.

The representative of Ecuador moved that where an alternative does
not make a substantial change it should be referred by the Chair to the Sub-
comnittee of three or five members in order that that Committee might agree
on the change it thinks advisable. Mr., Kellhau of Norwegian delegation made
the following suggestion on procedure. He indicated that of the topics
agsigned to this Committee all were important but only the gquestion of
quotas was difficult on the account of the great interest of governments in
the matter, and because nelther the Joint Statement nor the Committee
Document F.l made definite provision with respect to it.

Mr. Keilhau therefore suggested that for quotas there be a small expert
committee of three including lawyers and bankers among its members. He
suggested that the Committee discuss provisionally the proposed formula for
quotag and thereafter refer the matter to this subcommittee who would ascertain
the views of various delegations and make a report. The Chalrman then put

the motion of the representative of Ecuador for a small drafting Committee
involving no substantial change but this motion was lost for lack of a second.
The Chairman replied to Mr. Keilhau that shortly a paper on the subject of
quotas would be presented to the Committee and that it would be best to defer
discussion on the subject until then.

Mr. Keilhau agreed to postpone it until that time.

The Chairman then read Section 1 of Alternative a, to Article I
and Judge Vinson of the United States delegation moved that it be adopted
on the ground that it involved no change in substance and there was dis-
cuesion in which Mr. Nash of New Zealand the Egyptian delegation stressed
the omission of the alternative A, section I of the words " a permanent
institution" and suggested this was a serious omission since " machinery"
might be understood to read mere consultative arrangements. Mr. Nash
therefore moved that it would be better to return to the original wording
of the Joint Statement and was supported by Mr. Varvaressos of Greece and
Mr. Soong of China.
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The Canada representative defended the language of Alternative A,
Section I in preference to that of the Joint Statement on the grounds that
the whole instrument set up an institution in its other provisions and that
the reference to " machinery" was appropriate for a statement of purposes.

ﬁhe Chajirman put the motion indicating that the only lmportant point
was whether to retAin the words " a permanent institution" or not and the
mostion was lost. ( The United States and United Kingdom voted for the
motion).

Professor Robbine of United Kingdom referred to the difficulties
of drafting in a large group and pointed out that since the Conference
was ‘to complete’ 1ts duties by July 19 it was essential that we focus attention
to cpmpleting the Committee assignements.
He therefore suggested a small drafting Committee as proposed by Mr. Keilhau
of Norway but suggested that it be a permanent subcommittee of this Committee
and suggested that sectjons marked with an asterisk ( indicating substantial
change) be referred to the subcommittee by the Chairman with the approval of
the Full Committee.

. Mr. Jerenw Raisman of India seconded the motion. Mr. Mladek of
Czechoalovnkia asked whether.the right of the Committee to decide whether
the change was one of substance should be fully safeguarded. Mr. Robbins
replied that this was implicit in the constitution of the Conference as a
paramount principle and that the motion would have needed no amendment in
thie respect,

The representative of Iran asked whether the Committee would have
an opportunity to review the findings of the Committee and the Chairman replied
that the Subcommittee would report to the Full Committee.

Professor Mossee of French Delegation seconded the motion which was
then put by the Chairman and carried ( United States supported the motion).

Judge Vinson then said that though he did not address himself to
the results of this vote he wished to raise a question of procedure. It
was, he saild, his understanding that differences of opinion in the Committee
would be reported fully to the Commission. The Chairman, replied that the
Committee was not under obligation to report on all purposes of difference
gince in that case 1t would not fulfill its purpose of saving time for the
Commission.

The Chairman then submitted the alternatives to Section 2, Article 1
of the Joint Statement indicating that there were two without substantial
change and one with substantial change and that he proposed the Committee
consider the latter.

Judge Vinson of the United States Delegation then requested that
Dr. White, Chairman of the Commission, be given the floor.

Dr. White said that it was his feeling that & vote on each question
would be undesirable and would slow down the Committee's progress and asked
whether in cases where the Chair recognized the differences of opinion, the
Chalr would not refer the matter to the Commission and if there is genseral
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agreement on this procedure, pass on to the next point.

Dr. White suggested that the Chairman thus not attempt to cbtain
a vote on each provision. The Chairman replied that it had been, and was his
Intention to dispose of secondary matters in this manner. On matters of
importance it was his intention that the Committee should have free expression
of its views and that all shades of opinion should be reported fully. He
sald that the question raised in regard to Section 1 of Alternative A was a
matter more of language than of form. Mr. White then asked whether, when
the matter is not brought to vote, the Chairman could not pass to other points
because there might be a difference of opinion as to what might be important
and what not important and that it might be unfortunate to oblige the Committee
to make this distinction in a formal way when the Committee decided whether
or not to take a vote.

The Chairman said that motions like the one to constitute a Sub-
cormittee to facilitate the work of the Committee would have to be put to a
vote. With regard to other matters it would probably be satisfactory if the
Chair would consult the Committee on whether or not there should be a vote.

The Chair then proposed that Alternative C to Section 2 should
be considered and read the alternative which is as follows:

Sir Jeremy Ralsman of the Indian Delegation then explained to the
Committee the reasons in the mind of the Indian Delegation proposing this
alternative. These reasons were in the first instance that the wording of
Section 2 of Article I of the Joint Statement gives undue emphasis to the
high level of income and of employment in already highly industrial countries.
It cannot, he said, be the object of the Fund to restrict its activities in
this respect to highly industrialized countries. The Fund should have as its
objective also to bring low income countries up to a high level quite as much
as to maintain the high level in other countries.

Sir Jeremy said that the other maintenance emplies that such a
high level of employment of real income already exists therefore the
Indian amendment is intended to give explicit expression of what is really
meant by this section of the Joint Statement by implication.

Mr. Beltran of Peru suggested that the intent could be made clearer
by adding the words " promote and maintain" to the Section so that it would
read that the objective of the Fund was to promote and maintain high levels
of full employment and real income.

Mr. Kellhau of Norway observed that if any of the alternatives
were adopted i1t would be necessary to have the word " promote" in this Section.

The view of the Indian Delegation was supported by the Delegate
from Ecuador.

Mr. Holloway of South Africa suggested that the Indian motion goes
beyond the main obJective of the Fund and that in all of the Committee's
discussions the danger of going beyond the proper purpose should be guarded
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against. He said that as the Indian alternative is worded the purpose is really
the purpose of the Bank rather than a purpose of the Fund. He referred to
Alternative F of Article I in which cooperation with other agencies 1s suggested
as an obJective and iniicated that a point was really covered there.

In the further debate on this issue, the Australian Delegate supported
the Indian alternative stressing in particular that a conflict might arise
between obJjectives such as exchange stability and the basic economic objJectives
such as stressed by the Indian alternative and should be clear that the Fund
is determining its actions should have in mind these major economic lissues
which should be governing in its policy decisions. He suggested, however,
that the word " thereby" in the Indian Alternative be dropped and this was
agreed to by the Committee including the Indian delegation. The Chalrman said
that further consideration of the Indian alternative would be without the
inclusion of this word.

Judge Vinson asked for permission to have Dr. Goldenwelser address
the Committee and Dr. Goldenweiser said that it would be helpful in view of
the United States Delegation if the Committee should agree that the word
" maintain" include the idea of " attain" and " promote”. He said that if
the Committee agreed to refer this alternative to the Drafting Committee,
the United States Delegation would be quite ready to see the word " thereby"
dropped. He said, however, that it would, in the United States' Delegation
view be unfortunate to include the words about the fuller utilization of the
resources of undeveloped countries suggested by the Indian delegation. This
view was taken on the same grounds put forward by the South African Delegatlon.

The Brazilian Delegation agreed with the thought of the Indlan
alternative but felt that as worded it included an obJective of the Bank among
the obJjectives of the Fund.

Mr. de Iongh of the Netherland Delegation said that the Expression
of trade which is already in the language of the Joint Statement carries by
necessary implication the idea of fuller utilization of resources and higher
real income. He emphasized the dependence of the Fund for 1ts success upon
a national policy of the member countries. He suggested the following revised
words for the Indian alternative.

Professor Mosse of the French Delegation also proposed new wording
for Section 2 as follows:

At the request of the Delegate from Cuba there was discussion of the
meaning of the word " balance" as it appears on Article I and it was brought
out by Mr. Goldenweiser that unless so qualified the other expression might be
taken to mean a growth of imports without a corresponding growth in exports.

The Indian redpresentative said that the additional words proposed
by the India delegate did not enlarge the purpose of the Fund but merely
made it more complete. He quoted from the Questions and Answers to show that
the purpose he mentioned was already in the Fund. The South African repre-
sentative suggested that Alternative C be referred to the Drafting Committee.
The Chairman agreed to so refer the question. If the Committee agreed that
the Alternative does not enlarge the meaning of the purpose of the Fund as
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stated In the Joint Statement.

The representative from Ecuador asked that the question of whether
all the alternatives on this article should not be referred to the Drafting
Committee but was over-ruled by the Chalr with the support of the Committee.

It was agreed that when the Drafting Committee reaches this
Alternative a member of the Indian Delegation should be present.

The meeting was adjourned.
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MEETING OF COMMITTEE I
OF COMMISSION 1

4 P.M, July 5, 194k

TEE CHAIRMAN: The Committse will come to order. You have before
you the report of the Drafting Committee of Committee 1 on matters referred
to it yesterday. I will now ask the Chairman of that Committee to make the
report.

Mr. Goldenweiser:

( Mr. Goldenweiser reads the Report of the Drafting
Committee of Committee 1 of Commission I on
Mattera referred to it at the Meeting of Committee
1 on July 4.)

The CHAIRMAN: We will now proceed to consider the recommendations of
the Drafting Committee. First we will take up Article I, Section 2, which
resds. " To facilitate the expansion and balanced growth of international trade
and to contribute thereby to the promotion and maintenance of high levels of
employment and to the developmenti of the sources of productive power in all
member countries as primary objectives of economic policy."

DELEGATE FROM THE UNION OF SOUTH AFRICA: Point of order. There
are not enough copies to go around. Some delegations haven't & copy. In
the file room they say they haven't enough coples yet.

THE SECRETARY: I Jjust received a note that says additional coples
will be available in a few minutes.

DELEGATE FROM PERU: In accordance with what the President sald this
morning with regard to the reports of the Committee to the Commission, shall
we take it that we will receive the printed report of the Drafting Committee
one day, and the Committee will take it up the next, giving the delegates
time to read it and study it? In other words, we would take up this report
tomorrow.,

THE CHATRMAN: I think the suggestion is well made. Since we do
not have enough coples we will defer consideration of this report until
tamorrow morning meeting of this committee. I wish to draw your attention
to another fact that the delegate of Egypt has submitted Alternative H.

That has been circulated. Has everybody a copy? That is available and
since that 1s new material and since some members have even up to this
moment not received a copy of that Alternative, I will also defer consldera-
tion of that alternative until the tomorrow morning meeting.

Now we will take up our regular agenda. Today we consider the
second big topic of our Committee Agenda. Namely, " subscriptlon to the
Fund". That is on page two of that big document -- document F - 1. It
is Article IT of the Joint Statement. Article II, Section 1 - - the
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original of the Joint Statement reads: " Member countries shall subscribe in
gold and in their local funds amounts ( quotas) to be agreed, which will amount
altogether to about $8 billion if all the United and Associated Nations sub-
scribe to the Fund ( corresponding to about $10 billion for the World as a
whole).," Alternative A - Section 1 - " Eligible for Membership. The
members of the Fund shall be those of the countries represented at the United
Nations Monetary and Financial Conference whose governments accept membership
in the Fund. Membership in the Fund shall be open to other countries at such
times and in accordance with such terms as may be prescribed by the Fund."
This 1s additional material and there 1s no other alternative so we will con-
slder this section now. Any discussion on Section 1 - Countries Eligible

for Membership?

Delegate of Norway: As one of those tedious lawyers mentioned by Professor
Tsiang (?), I wish to draw your attention to one little thing in the
language. The first paragraph says that " the members of the Fund shall

be those of the countries represented, etc.", but the second paragraph

says that " membership in the Fund shall be open to other countries."
Accordingly, I think Article Z, at the beginning of the first paragraph,

i1s wrong. There should be substituted either " founder members" or

" original members" or any other phrase signifying their real position.

CHATRMAN: Any other discussion?

DELEGATE OF NETHERLANDS: Mr. Chairman, the Netherlands Delegation
thinks that an important improvement in paragraph A would be that no mention
should be made of eight billlon or ten billion and particularly that the
Implication no longer exists that this conference should mean to imply that
the neutral countries and the now enemy countries should be entitled to a
share in this Fund to an aggregate quota of two billlion which would be 20
percent of the total and which would be far more than according to present
understandings would be assigned to many of the United Nations here present.
If it were possible Mr. Chairman to have some clarification as to whether or
not the view of the Netherlands Delegation are correct, we would appreclate
s | o1

CHATRMAN: I am sorry I did not understand clearly your point. Will you
state 1t again?

DELEGATE OF THE NETHERLANDS: The Netherlands Delegations considers
it a great improvement to say that Alternative A no longer mentions the
figure of eight billion for United or Associated Natlons' subscriptions to
the Fund and to the figure of 10 billion as corresponding to the subscription
if all countries of the whole world were members. The Netherlands Delegation
thinks that it would be wrong to imply that a total quota of two billion
which 1s twenty percent of the total should be left aside by implication to
the countries with which we are now at war and to the few remaining countries
because this would present such a quota for those countries as is much in
excess of the quotas certain of the nations now united would probably
recelve under the present consideration for the Fund.

CHATRMAN: Is there any delegate who wishes to make a remark or
explanation on the point raised by the Delegate of the Netherlands?
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Mr. GOLDENWEISER: Mr, Chairman, I don't want to take up time, dbut
I would say to the Delegate of the Netherlands that his interpretation of the
object of the change is entirely correct, that paragraph 1 of the Joint
Statement was more an indication of the gensral figures that were being
contemplated so it wouldn't be too wrong or too fantastic -- too low a fund
or too big & fund, but now that we have come much closer to reality the
filgures are no longer appropriate and thelr amounts involved will be the
result of what would be done under Ssction 2. - Quotas.

CHAIRMAN: Any further opinion on Section 1?7 There has been
expressed already one more opinion, that 1s, in the first paragraph there
seems to be the need of adding a word. A member from Norway has suggested
that the word " original" members of the Fund -- the word " original" be
inserted there. Is that agreeable to all, the addition of the word " original?
I hear no obJection. I take it that the addition of that word is agreable to
us all.

Mr. GOLDENWEISER: T am sorry to be a little late but I think the
word " original” 1s not a good selection because an original member means
that everyone Jolins right then and there. As a matter of fact the Jolning
might take some time in some Instances and you wouldn't want to deprive any
of those members of the privilege of btelonging to the original group. I
think that some more neutral word would be preferable, but at the moment,
it doesn't occur to me.

DELEGATE OF NORWAY: Mr. Chairman, founier members.
Mr. GOLDENWEISER: Couldn't that be referred to the Drafting Committee?

REFRESENTATIVE OF FRENCH COMITE: It seems to me that the word
" original” or some simllar word would have the draw back of implying that
there are two classes of members. If such is the meaning it ought to be
stated, 1 assume that it is not the meaning. That is why I would propose
another slight change which I believe would meet the obJection of the
Delegate of Norway. This is my proposal ~- " The members of the Furmd should
be at first those of the countries - later on, membership in the Fund, etc "

CHATRMAN: T think if there is no discussion on some substance
we had better not take the time to discuss the words yet. Is there any
opinion on the substance of this Section? If not, I take it that the sub-
stance of this Sectlion is agreed to by this Committee and that the language
there be referred to our Drafting Committee. If there is no obJection, it
is so ordered. Now we have the extra coples of the report of the Drafting
Committee, and will a Boy Scout distribute them to those who have not
received coples. Now we will proceed with our regular agenda. Section 2
is on Quotas. You will see that in this section there 1s a blank and
Schedule A can be added later. Since that paper is still under preparation,
I suggest that we pass by this sectlon and proceed to discuss Section 3.
Section 3 - Time and place of Paymenit., " Each member shall provide the Fund
at the appropriate depository with the full amount of its quota on or before
the date fixed for exchange transactions in its currency to begin. Any member
whose quota 1is Increased shall provide the full amount of the increase within
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thirty days of the date on which the member approves the increase in its quota.”
Discugsion is open on Section 3 - Time and Place of Payment.

DELEGATE OF VENEZUELA: I should 1lke to have an explanation of the
expression " for exchange transactions in its currency to begin." At the
beginning of the paragraph where it says " on or before the date fixed for
exchange transactions in its currency to begin.”

MR. GOLDENWEISER: The meaning of those words is that before a
country can draw on funds by the use of 1its gquota it must have made its
deposit of its quota with the proper department. Does that answer the question
of the member from Venezuela?

CHAIRMAN: That is & very important explanation. I think that phrase
puzzled more than one member of this Committee. We are more than grateful to
Mr. Goldenweiser for it. It simply means before a member can draw upon the
Fund for exchange a member must pay his quota.

DELEGATE OF SOUTH AFRICA: The country may wish to assocclate itself
with the Fund but may not for a long period want to have any exchange trans-
actions with the Fund because it does not require them. The Fund will not
have the advantage of the quota of that country if the text stands as 1t is.
I think if we are going into a club, the membership subscription should
generally be pald to the club before we are admitted and this money should
be paid before you become a member, and once you are a member other things
follow.,

CHAIRMAN: Any other opinion?

DELEGATE OF INDIA: For example, you stated that until the sub-
scription is pald up the country will not start operations. Simllarly can
we state that unless so many members Jjoin the Fund or so much quota is paid,
the Fund will not really come into existence and operate.

MR, GOLDENWEISER: Mr. Chairman, I believe there is another clause
that covers the point made by the Gentleman from India. I would suggest that
Mr. Maffrey of the American Advisors have an opportunity to throw some light
on the language of this section.

MR. MAFFREY: If the Committee will refer to page 49 of Document
F- 1, it will find 1listed a Section 4 of an additional article 13 entitled
" Fixing Initial Par Values". The difficulties that have been pointed out
in the discussion of the last few minutes are dealt with or will be dealt
with in Section 5, in this section 5 of the additional Article 13. Without
going into the details of the proposed provision it is contemplated that the
Fund will come into operation when member countries holding a given per-
centage of the aggregate quotas have accepted membership. It is contemplated
further that on or before a date agreed upon for the beginning of exchange
operations countrles which have accepted membership will be required to pay
their quotas into the Fund. In other words, it is contemplated that the Fund
will come into operation in two stages. First, the acceptance of membership
and second, the payment of quotas and the beginning of exchange operations.
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DELEGATE FROM CZECHOSLOVAKIA: Mr. Chairman, I would strongly support
the American concept of dividing operations of the Fund and the effectuation of
the membership into two stages. It applies very much to occupied countries which
participate in establishing this Fund. However, we will be unable to join the Fund
if we are compelled to pay into the Fund at once, So the American concept appeals
very much to us.

DELEGATE FROM NORWAY: Inasmuch as this is a problem of the Fourth
Commission I would suggest that we do not discuss this matter any more before it
has been treated by the Fourth Commission. I wish to draw attentlion to the fact
that here we are only dealing with time and place of payment while in those other
sectlions we are dealing with initiation of member rights. I would say that the
substance of the draft 1s all right.

CHAIRMAN: In connection with this section, I think we better continue
with the Alternative B because the two are really closely related. I will read
Alternative B, which is in substance Alternative A - It is an addition to
Alternative A. Alternative B reads "Notwlthstanding the fundamental principles
on payment. of quotas particular arrangements may be made with countries whose
currency system has been disrupted as a result of enemy occupation. Such
arrangements may not extend over more than nine months i.e., after nine months,
at the latest, the obligationg of the country will be the same as they would
have been 1f such an exception had not been granted. The government of the
respective country has to guarantee by a specific act that the Fuynd will not
suffer any loss because of that particular arrangement." 1Is there any discussion
of thls paragraph?

DELEGATE FROM CZECHOSLOVAKIA: Mr. Chairman, this amendment has been
suggested. 1 mean the amendment, as pointed out is the supplement to Alternative
A. It has been suggested by our Delegation and we have been guided by the
following ressons we belleve that although we fully agree with Alternative A, that
1t may prove to be too rigid for the countries liberated from occupation. There
will be certain irregularities present in the monetary system. It would be of
no use I think to try making a full list of the difficulties which may arise.

Just for the purpose of elucidation I may perhaps give an instant. You know that
the gold holdings of several occupied countries went into enemy hands and they are
st1ll in thelr hands. It 1s hoped that this gold will be restored to the local
owners but there 1s no doubt that it will take some time before the redistribu-
tion of the gold will be effected and we feel that it would be wise not to

prevent the Fund from entering into dealings with such countries because of such
more or lese formulations difficulties. It would be wise I think for two

reasons. The strain put in the monetary systems in these countries will be
tremendous and of no period will it be so true as of the early transitional
period after the war. Assistance delivered promptly helps best; that the money
used today may be worth more than shillings thrown in tomorrow and although the
countries will definitely have to find most remedies for the distorted currency
situations in our own countries, it is nevertheless equally true that the common
knowledge that a powerful internationsl organization is backing up such restora-
tion processes in a country would help greatly to restore the very shaken con-
fidence in currency in this area. There are other reasons. We are very particular
about the language we are using and we would appreciate any amendment of language
but I would like to call the attention of the Committee to two principles used
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in our proposal. The first one is that it 1s left fully to the discretion of the
Fund to Judge whether any such exceptional arrangement should be used and what
time it should be used and under what conditions and secondly - the second
principle is that these exceptional arrangements should be limited in time. The
third one, but no less important one is that the Fund, and implicitely the other
members of the Fund should be safeguarded against any losses which would arise
out of this arrangement. Mr. Chairman, we recommsnd this revision to the
Cormittee in the belief that it can't harm anybody and it can provide for a lot
of help.

DELEGATE FROM THE NETHERLANDS: Mr. Chairman, I would like to ask a
question to the member for Czechoslovakla who proposes the asmendment. Access
to the Fund is not possible f'or any member who has not fixed with the Fund the
value of 1ts currency. I think the situation in Prague as described by the
Delegate from Czechoslovakia allows for the succession of her currency during
the perlod in which it may be difficult and I understand that very well. To
fix the amounts of assets, gold available and to arrange transactions necessary
to opening relations with the Fund but I do think that in that situation it will
be very difficult to fix a par value which anyway is necessary to start relations
with the Fund. Thank you very much for suggesting that point.

DELEGATE FROM CZECHOSLAVAKIA: It was not in my mind Just to use this
arrangement for somehow supplementing the existing system. I might agree with
the Dutch delegation. It would be very difficult and I think we are encroaching
upon a fileld which exceeds the scope of our work because it 18 a matter belonging
to the second committee and there have been provisions suggested by various
delegates for coverage.

DELEGATE FROM POLAND: Mr. Chalrman, I second the motion of the Delegate
from Czechoslovakia. I would like to say that in many countries which are now
occupled by the enemy the currency is still very much disrupted. Here is a
motion put to us by the Czechoslovakian Delegate, with respect to exceptional
arrangements, we see it there a term of nine months, not more than nine months.
For my country I think this term will be quite sufficient but may be for other
countries it will be more advisable - it may also be for Poland - may be I am
too optimistic in that. To glve to the Fund the facility to make arrangements
for a certain period as the Fund will think necessary for the particular country.
Taking into account all the circumstances of this country, all the currencies
which are now there in force and which must be unified and supplemented by a new
currency system.

DELEGATE OF THE UNION OF SOUTH AFRICA: Mr. Chairman, the Delegate from
Czechoslovakia has brought in a very important issue here, an issue which to my
mind goes a good deal beyond the particular article on which it has been raised.
I think 1t will be generally agreed that it will be exceedingly difficult for any
conference to lay down beforehand in any detail what is to be done in the case
are going to be. We do not know the kind of liberation the period of nine months
may mean to a particular country. It seems to me that if we try to go ahead and
lay down the details as to what is to be done to aid liberated countries we shall
simply be trying to do the impossible task. It seems to me that there will have
to be some general overriding clause, not & proviso to one section only, but a
general overriding clause to enable the Fund to come into being before these
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countries are liberated, to make such arrangements and give such extensions of
time to the liberated countries as may be necessary in ite particular case. I
think perhaps it should be examined by a special subcommittee which you might
appoint for that purpose to give such latitude to such countries as is consistent
with the general principles of the Fund. It will enable them to get over the
difficulties with which they are faced. One thing which we do not want is when
the Fund starts it should look at this document for whatever the lawyers willl make
of this conference afterwards - if a coma is in the wrong place we must technlcaly
rule out the country. There must be some latitude in that way and I think the
instruction should go out from this Committee to a Subcommittee to consider that
problem which is not to my mind being considered and to bring it up for con-
sideration to the Committee.

DELEGATE FROM IRAN: My remark, Mr. Chairman, refer to Altermative A,
if I may proceed now. In the Joint Statement the mode of payment of the local
funds was not stated. In Alternative A it is said that the full amount must be
pald. In a document which was circulated I think under the title of Answers and
Questions, this reference was made to this question which it seems to me is very
important perhaps to a number of countries represented here. It may not be
necessary to require the payment of the local currency to be made in full
immediately after the Fund is instituted and if that 1s the case it seems to me
that it would create unnecessary difficulty for certain countries such as mine for
instance which have to fihd deposits by putting up 100% cover for their currenoy
and I would, therefore, suggest that unless it is absolutely essential that the
local currency should be provided in full and immediately after the Fund comes into
being that special consideration should be given to those cases and I would like
to ask Mr. Chairman, that if there is any particular reason why this change has
been made that 1t should be stated.

DELEGATE FROM NORWAY: Mr, Chairman, I should llke to make a short
comment on the suggestion from the delegate from South Africa. He suggested that
there should be appointed a subcommittee for making a draft for special arrange-
ments in all fields concerning the occupied countries. I will draw his attention
to the fact that this can't be done by this Committee because a number of those
provisions and the most important of them, come under the heading of other
committees and that must be deferred by resolution by the Commission but there
is another thing - the Representative for South Africa - may be I misunderstood
him - seem to think that it would be satisfactory for the mow occupied countries
if 1t was left to the Fund to make such decisions as might be found expedient
to make. From the point of the occupied countries that will not be satlisfactory.
We must have our rights and it must be given as our rights and then I should
really think that if we understand that it 1ls easier - nevertheless to accept the
proposal suggested by Czechoslovakia that the rights are laid down wherever we
meet the programs and I wish to add to what Mr. Mladek has said that in this big
document there are a sufficient number of alternatives which will take care of
these cases. I would therefore like to support Dr. Mladek.

DELEGATE FROM POLAND: I think the procedure that Norway puts out in
regard to the rights - I feel in conformity with the principles, any rights given
her will be given to them. My thought i1s to make such concessions as the
circumstances may make essential in order to enable them to use those rights.
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DELEGATE FROM THE UNITED KINGDOM: I don't think it is necessary for me
to say much, Mr. Chairman, because the Delegate of Norway has said with his
characteristic force much of what I intended to say myself, namely, it seems to me
that the very important points which have been raised by various speakers do in
fact far transend the context of this particular section and it would, therefore, -
I submit 1t would be unfortunate if we were to reach a conclusion on this matter
here now or if we were to appoint a committee to deal with this specific point
only. Therefore it seems appropriate - I suggest, Mr. Chairman, that we should
report to the Commission that this point has been raised and we should add that
iIn our judgment it 1s a point which is best considered in conjunction with a
number of other asterisks of the draft of the Joint Statement by a special committee
of the whole commission.

REPORTING DELEGATE (GREECE): I wish to report as to the proposal of the
Member from Czechoslovakia, and in connection with the proposal of the Delegates
from South Africa and the United Kingdom, I think the best procedure would be to
apply to the Commission and ask for the appointment of ancther smaller committee
which will consider this matter in connection with other similar matters relating
to the liberated countries.

DELEGATE FROM EGYRT: I wish to raise two points, one, simply to mention
that the question of payment of quotas has been raised this afternoon. That, of
course, will raise the whole question of the denominations in which payment has
to be made. I only mention that now because I have given notice to the Secretary
General of a suggestion that will raise the whole question of the common
denominator in which the funds of the Fund are to be kept. I leave that point
then for future consideration but the second point is different. Occupled countries
have said that they must have time before their currencies get settled down to a
certain extent In the Middle East we must make the same claim for a totally
different reason. I take Egypt for example which I know best. At the present
moment Eghptian currency - the purchasing power of it internally has depreciated
to 30% of its prewar value. The external purchasing power is on an exact par
with sterling, but as regards to internal purchasing power, to judge by what
happened in the last war, the purchasing power of our currency may be expected
after the armistice to double in value inside of a year. There would be a very
large movement in its external value so we also in the Middle East will have a
certain lapse of time before our currency gets settled down but I have not the
slightest doubt that it will settle down.

CHATRMAN: It seems to me we have discussed this point long enough.
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CHATRMAN: In regard to Alternative B I would like to summarize our
discussion as follows:

1. BSpecial consideration should be given to the countries which have
been occupiled. That matter concerns matter of initial payment but a number of
other matters also. This committee suggests to the commission that a special
conmittee be created to consider this matter of special treatment of countries
which have been occupied. Is there any obJection to this summary up to the
present time?

CANADA: Special consideration should be given to the problem of these
countries rather than to the particular country. That is to say, the problems
of the countries that have been occupied.

CHATRMAN: Special consideration too shall be given to the problem of
initial payment and other related matters of the countries which have been
occupiled and the commission should make a special committee to consider the re-
lated matters. Alternative A deals in fact simply with the matter of time and
place of payment. Shall we say that so far as that section goes we see no
objJection but since it is related to matters on page 49, Section 5, will be de-
ferred until the committee has considered that section. Is that agreed to?

IRAN: Kindly repeat.
CHAIRMAN: (Summarized as above)

CHAIRMAN: Now let us consider Section 2. "The quotas may be revised
from time to time but changes shall require a four-fifths vote and no member's
quota may be changed without its assent." "The Fund may, at intervals of five
years, adjust the quotas of the members. It may also, if it thinks fit, con-
slder at any other time the adjustment of any particular quota at the request
of the member concerned. A four-fifths majority vote shall be required for any
change 1in quotas and no quota shall be changed without the consent of the member
concerned.

AUSTRALTA: T think it would be preferable to leave the Fund free to
revise the quotas at any time as it was in the original statement. I see no
reason for "...at intervals of five years" or "the Fund may from time to time ad-
Just the quotas of members.,"

MR. GOLDENWEISER (United States): The 1dea in this section was that the
Fund would be expected to review the whole matter every five years but it could
at the request of the member or members take it up at any time that it saw fit.
I think that in a way meets the suggestion made by the member from Australia, but
If 1t does not, there would be no obJection on the part of the United States dele-
gatlon to having the words "at intervals of five years" changed to "from time to
time,"

NORWAY: I should like to speak in favor of retaining the clause as it
is. An uncertalin tims means "no time" and I think any expression "from time to
time" wherever it is used means it is never considered. It will be necessary
in my mind to fix a definite time. That is one side of the picture. But there
1s also another side. I think that it will be of certain importance, to govern-
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ments, I should say, a very great importance, that these quotas which they have
now got should not be revised for five years. That gives them better ground to
stand on. I am very much in favor of the proposal as it is being made now. I

think it i1s verywise..

BRAZTL: 1 wonder whether the matter would not easily be reconciled.
The Fund will at intervals of five years consider the advisability o adjusting
the quotas. That means that every five years the Fund will study the matter and
conslder the advisabllity or otherwise of adjusting the gquotas and then if it
sees f1t at any other time the Fund will at intervals of five years consider the
advisability of adjusting the quotas. I wonder 1f that is of any help.

CHATRMAN: Change the first sentence to read "The Fund will, at in-
tervals of five years, consider the advisability of adjusting the quotas of the
members." The rest will remailn as before.

AUSTRALTA: That still does not suffice -- if something was added "at
any other time" to make 1t clear that it was not limited....

MR. GOLDENWEISER: This section becomes clarified to the point where
it is reasonably clear there is no substantial difference. We have the sentiment
of those who have spoken and it seems to me that it would be desirable to have
the language deferréd to the language committee.

INDIA: I should like the word "review" instead of "adjust". "AdJust"
carried implication that the only function of this assembly is to change the
quotas of different countries. And another drafting point -- substitute the
word "shall" for the word "may".

CHAIRMAN: We have discussed long enough on this matter. It is the
sense that we should have a definite opportunity at intervals of five years to
reconsider the quotas. We also wish that even before the five-year period the
freedom to consider quotas. The language of this paragraph should cover both
those needs. If agreeable to this committee, we will refer this section to our
subcommittee on language so as to cover both those needs expressed in this dis-
cussion. Is that agreeable? So ordered.

We shall proceed to Section III. "The obligatory gold subscription of
a member country shall be fixed at 25 percent of its subscription (quota) or 10
percent of its holdings of gold and gold-convertible exchange, whichever is the
smaller."

"Alternative A, Section 5. Initial Payments. Each member shall pay in
gold the smaller of (a) twenty-five percent of its quota of (b) ten percent of 1its
official holdings of gold and gold-convertible exchange. In the case of any mem-
ber occupied by the enemy whose holdings are not ascertainable as of .(date)...
the Fund shall fix an appropriate alternative date." Any discussion on this
gsection, Section 5, Alternative A?

HATTI: I should like to ask the United States why the following
phraseology was dropped. "A member country may include in the legal reserves and
the published statement of the reserves of its gold and foreign exchange an amount
not to exceed its gold contribution to the Fund."
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MR. COLLADO, UNITED STATES. The phrasing in that document was rather
a broad suggestion regarding the way the Fund might be handled in connection with
individual payments, etc. Whether or not & country decides whether it is desirable
to include any reference to its membership in the Fund in its legislation in con-
nection with its reserves requirements {s purely a matter of domestic legislation.
I do not believe it would be proper for an international agreement on the subject
to dictate the form of the reserves of individual central banks.

IRAQ: Concerning the position of any of thoese countries which hold no
gold or no convertible exchange -- 1n the case of Irm we have no gold holding.
As to whether we have any gold convertible exchange would appear to depend upon
the definition which is given to that expression. Are we right in assuming .that
the country holding no gold and no convertible exchange contributes nothing under
this?

UNITED STATES: That is purely a mathematical question -- 10 percent of
nothing 1s nothing.

IRAN: Alternative A to Section II may apply equally to this alternative,
"Each member shall pay the balance of its quota in 1its own currency."

CHATRMAN: That point is covered in the Joint Statement, page 29. Any
further discussion?

POLAND: Two of the points raised in Alternative A are points that we
have Just referred back for further consideration af'ter certain other things have
happened. Is not the only point for consideration whether these proportions of
10 and 25 percent are checkuble?

NORWAY: In the Joint Statement II, 3, "The obligatory gold subscrip-
tion of & member country shall be fixed at 25 percent....”" It is written in Al-
ternative A, "Each member shall pay in gold the smaller of 25 percent of its quota
or 10 percent of its official holdings of gold..." and "Each member shall pay the
balance of its quota in its own currency.” Here 1s made a substitution which I
should like to ask about. According to the Joint Statement any country which
thinks that it has enougn of gold or which might be very fond of gold could pay up
to 100 percent of its quota in gold. It is written that it shall pay as & maximum
25 percent and the rest in 1ts national currency. I think the more flexible system
of the Joint Statement and I should like to ask about this point and I will come
back to it in time.

MR. GOLDENWEISER: It isn't intended to insist that the country pay not
more than 25 percent, so that those taken care of in Section VII on page 11 - the
intent of the matter is to indicate in Section V the minimum that is required in
gold and not tue maximm.

NOKWAY: T think it should be put in here at least.

MR. GOLDENWEISER: The language should be changed but the Intent 1s clear.
NOKWAY: Insert "thu minimum of" or “at least”.

CHAIxMAN: The committee accepted the meaning of the sense of this sec-

tion and decided that the ilanguage be lef't to the lamguage committee. It.is so
ordered. We wlll take up at this point tomorrow morning.
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Purposes, Policies and Quotas of the Fund.

The fourth meeting of the Committee began with a discussion of the re-
port of the Drafting Committee. The revised wording of Article I, Section 2,
Alternative ¢, (p.lb) was considered. This Alternative was sponsored by the In-
dian Delegation and proposes that there be included in the purposes of the Fund:
"to assist in the fuller utilization of the resources of economically under-
developed countries”.

Professor Robbins of the United Kingdom said that he belleved the ideas
of India could be adequately met in a preamble covering the whole work of the
Conference.

Mr. Nash of New Zealand said that there were three obJjectives that should
be kept in mind if the Fund were to be successful. These are:

1. The expansion of trade
2. A fuller utilization of resources
3. A better distribution of real income

These obJjectives should be fully stated but Mr. Nash agreed that he would be satis-
fied if they were covered in the preamble.

Mr. Melville of Australlia agreed with Mr. Nash.

Mr. Tslang, the Chairman, said that while the wording was not perfect
it was as good as could be agreed upon. He, therefore, suggested that the word-
ing of the Drafting Committee be accepted.

Mr. Chetty of India desired to suggest a new wording.

Mr. Robbins proposed that India reserve the right to raise the question
again if their views were not met in the preamble but that in the meantime they
accept tentatively the present wording of the Drafting Committee.

Mr. Chetty agreed to this,

Mr. Nash then suggested the words, "unused resources" instead of
"productive power" and asked the meaning of productive power. Mr. Tsiang replied
that the words of Mr. Nash were considered and rejected by the Committee since they
implied capitalistic development.

Mr. Gudin of Brazil saild that it was intended that the Fund confine its
operations to current transaction, and that there should be a distinction between
the purposes of the Fund and those of the Bank. The words "unused resources"
implied Investment and were more appropriate for the Bank.

Mr. Varvaressos of Greece said that he believed the present wording as
proposed by the Drafting Committee was more comprehensive than that suggested by
Mr. Nash.
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Mr. Tsiang then said that the subject had been discussed to the limit
of fruitfulness and suggested that the Committee accept the report of Article I,
Section 2, with the understanding that if any Delegation was dissatisfled it could
ralse the question subseguently.

The report of the Drafting Committee on Article I, Section 3 and 6 was
accepted. The Committee also accepted the recommendation of the Drafting Committee
that the addition at the end of Article I, Alternative A, p. la, which says,

"the Fund shall be guided in all its decisions by the purposes set forward above"
be included at the end of Article I.

The Committee then considered Alternative H, submlitted by Egypt and
which reads, "to promote the multilateral settlement of foreign credit balances
accumulated during the war".

The representative of Egypt discussed at length the relation of the
balances to Egypt's economic position. He outlined the United States proposal
regarding blocked balances contained in the July 10, 1943 draft of the Fund.

Mr. Shroff of India supported what the Egyptian representative had said
and made vigorous presentation of India's economic problems. He read from the
earlier United Kingdom plan for a clearing union. He sald that it was his desire
that the Fund provide at least some machinery for converting a portion of the
blocked balances into 1liquid form.

The Polish representative took exception to Mr. Shroff's position and
pointed out that Poland had debts due from Germany but did not consider 1t
appropriate that the Fund be burdened with these balances.

Professor Roobins of the United Kingdom replied to the representatives
of India and Egypt saying that his Government recognized the seriousness of the
problem and was not unaware of the cost of the war to these countries both in
blood as well as in material resources. Nevertheless, he sald the Fund should not
be asked to settle this stupendous problem and the United Kingdom had a fixed
objection to burdening the Fund with 1it.

Mr. Goldenweiser supported Professor Robbins, saying that the United
States was fully aware of the difficulties of the countries owning the balances.
We were slightly embarassed, he sald, by an earlier attempt to solve the problem
before we had given it really mature consideration. He called attention to
Article V, Section 1, p. 21 on capital transactions which provides that while
the Fund's resources are not to meet a large outflow of capital, it is not in-
tended to prevent the use of the Fund's resources for capital transactions of
reasonable amount. To go beyond this, however, he sald, would be unwise. There-
fore, to refer to war balances and to imply that the Fund might facilitate a
solution of the problem would be misleading.

Mr. Istel of France agreed with what had been sald by Professor Robbins,
Mr. Goldenweiser and the Polish representative. He said that France, like Poland,
had debts due from Germany but was not asking the Fund to help in ther liquidation.

Mr. Tsiang sald that China was also in this position. The Chairman then
suggested that with reference to Alternative H, the Committee report this Alter-
native, together with the sense of the discussion to Commission I. He then turned
to the Agenda on Document F.1 and referred to Article II, Alternative A, Section 6,
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(p.4) dealing with payments when quotas are changed. This was accepted without
discussion.

The discussion then turned to Alternative B, (p.ka) which has to do
with reduction in gold payments by countries which have suffered from enemy
occupation and hostilities.

The Chairman also read Alternative C which is a variation of Alternative
Bl

The representative from U.S5.S.R. Mr. Morgov, read a statement of the
Russian position on this proposal. Baron Boel of Belgium agreed with the proposal
but disapproved of the feature that the reductlion should vary according to the
amount of damage. He saild this would require the Fund to evaluate the damage
for each country. All countries damaged by enemy occupation, he sald, should be
treated alike and should have their gold payments, under this Alternative, reduced
by 25 percent, namely, 75 percent of the amount that they would otherwlise pay.

Mr. Tsiang said that this question was related to that raised by Czech-
oslovakia regarding the date of payment, and which had been referred to the ad
hoc committee. The present problem, he said, has to do with the amount of pay-
ment. He said that this should also be referred to Commission I. There was no
dissent.

Mr. Tsiang then took up Article IX, Section 1, (p.30) which has to do
with the obligation of member countries not to buy and sell gold at a price which
departs from parity by more than a prescribed margin.,

Professor Robbins said that Committee 2 had questioned whether Article
IX should not be considered by them. He suggested a joint session with Com-
mittee 2.

Mr. Tsiang said that he had talked with Mr. White, Chairman of Com- °
mission I and informed him that Committee 1 did not object to a discussion of this
subject by Committee 2. Mr. White informed Mr. Tsiang that a Joint committee
might be appointed on this question and that Committee 1 should proceed with 1ts
assignment.

Mr., Tsiang said that Committee 1 was, therefore, required to continue
with its assignment.

In response to an inguiry as to the meaning of Section 2, which was
missing and to be inserted later, Mr. Goldenweiser replied that he had no infor-
mation.

The Committee then considered Altermative A, Section 2. The representa-
tive from Czechoslovakia enquired as to the meaning of the words, "from or to
the monetary authorities" in the sentence which reads, "no member country shall
buy or sell gold from or to the monetary authorities of another member at prices",
etc.

Mr. Goldenweiser replied that it was intended to deal only with govern-
ments and that since monetary authorities vary from country to country the lan-
guage was in general terms.
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The Netherland representative asked whether the language was intended
to exclude transactions with non-member countries.

Mr. Goldenweiser replied that the intentlon was merely to require coun-
tries to stay within the specified margin in their transaction.

Mr. Tsiang referred the question to the Drafting Committee and turned
to Section 2 on page 39, paragraph (a) which deals with maximum and minimum
rates for exchange transactions.

Mr. Nash of New Zealand questioned this phraseology and feared that the
wording implied the Fund had the right to fix rates as distinct from specifying
the range.

Mr. Goldenwelser sald that the intention was that the Fund merely fix
maximm and minimum points from parity, parity being determined in accordance
with other provisions.

Mr. Nash suggested this be referred to the Drafting Committee since
the wording was ambiguous. He agreed, he said, with the substance as explained
by Mr. Goldenweiser.

Mr. Carbo of Ecuador inguired whether it was possible to fix identical
percentages for all countries. He believed that the prescribed variation should
vary.

The Netherland representative referred to the place in this section re-
garding the percentage of variation. He believed the amount of variation should
be discussed.

Mr. Goldenweiser said that the spread should take into consideration such
things as cost of transportation and other items which were included in the famil-
1ar gold points under the old gold gtandard. He sald that the range would be
determined for each rate within the prescribed range.

Mr. Tsiang referred the guestion to the Drafting Committee. He then
took up Article IX, Alternative A, Section 3, paragraph (b), p. 39. The dis-
cussion turned to the last sentence of this paragraph which says, "A member
whose monetary authorities in fact freely buy and sell gold within the prescribed
range, shall be deemed to be fulfilling this undertaking".

Mr. Goldenweiser explained that the country was under obligation to
see that its rates did not vary beyond the allowed amount and that buying and
selling gold would be the more usual method of accomplishing this.

The Peruvian representative said that some countries could not sell
gold but could merely sell foreign exchange.

Mr,. Telang referred this question to the Drafting Committee.
The Committee then considered paragraph (c) of the same section which

deals with the obligation of a member to prevent violation of exchange regulations
of' other members.
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Mr. Goldenweiser sald that the intention was that a country would agree
to attempt to cooperate and not to tolerate violations of other members authorized
regulations. Legal technicalities, he said, were involved and suggested that this
be referred to the Drafting Committee. This was done and the Cormittee was asked
to postpone its consideration of this paragraph until Committee 2 had completed
i1ts consideration of matters relating to this question.

The Committee then considered Article IX, Alternative A, Section h
(p.40) which refers to the obligation not to meose ventriotions on owrrent
transactions.

The Czechoslovak representative asked if there was any attempt to define
the meaning of "current international transactions".

Mr. Goldenweiser replied that this was being done along with the prepara-
tion of definitions of other subjects. Considerable discussion took place as to
the preclse nature of the exchange control which member countries obligated them-
selves to eliminate under this Section.

Mr. Varvaressos of Greece sald that this section did not prevent ex-
change control for purposes other than current transactions.

Professor Robbins said that there was confusion between the institu-
tion, exchange control, and policies of exchange control.

Mr. Nash of New Zealand desired that it be clearly stated that control
of exchange was not vested in the hands of an outside bedy. New Zealand desires
he sald, to be able to control all types of exchange transactions.

Professor Robbins .said that there was nothing in the agreement which
asked for the abandonment of the institution exchange control and that control of
capital transactions was permitted.

Mr. Karpinski of Poland referred to tue absence in t.e present draft
of earlier provisions on this queetion.

Mr. Goldenweiser said that Committee 2 is discussing the question of
the rights to control capital movements and that there is an understanding that
control of capital movements remains with each individual country. He suggested
that this question be referred to Commiesion I with the request that there be
elucidation of the extent to which control may be exercised. The question would
then be referred back fto this Committes or to Committee 2.

Mr., Melville of Australia said that he felt it was clear that the in-
tention i1s to prevent restrictions on exchange transactions which interfere with
imports or with the payment of interests and dividents.

Mr. Tsiang referred this to Commission I.

The meeting adjourned.
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Discussion in Committee 1 of Abnormal War Balances
Delegate from India:

This proposal found place in earlier drafts of the scheme of internation-
al monetary plan and it was a feature to which the utmost importance was attached
by certain countries. That feature has now been omitted from the Joint Statement
and as far as I am aware there has been no explicit indication of the reasons for
omitting 1t. I have no doubts that those reasons were important. At the same
time it is impossible to exaggerate the importance which is attached to this
problem by the countries directly affected. Indeed it may be said that it is
difficult to conceive how a monetary plan for post war international relations
can be drawn up without any attention whatever being paid to this extremely large
and urgent problem. We recognize that the problem may have attained such dimen-
tions that it would not be susceptible of complete handling through the medium of
an international monetary plan of this kind. At the same time it is difficult
to accept a complete exclusion from the scope of the plan of any provision what-
ever for facilltating the treatment of this problem. It is conceivable that
arrangements may be made - arrangements of a bilateral nature which would im-
pinge on the operations of the Fund and it may be urged that the Fund should be
Include provisions which would recognize arrangements of that kind and enable some
advantage to be taken of the exlistence of the Fund by the participants in such
arrangements. I do not think Mr. Chairman, that the subject could be completely
disposed of In the course of discussion in this committee as it is a matter of great
substantive importance to the countries concerned and therefore I merely confine
myself to stating the nature of the proposal and the reasons for it.

Delegate from Egypt.:

The Egyptian delegation has presented an amendment similar to the one
presented by the Indian delegation but it was not presented in good time. It
reads as follows:

(Proposal read)

It is similar to the Indian proposal but it is more acceptable because the term
"multilateral” would permit the countries concerned to deal in fareign currencies,
and 1t seems to me that it is more acceptable. A dimilar resolution was adopted
by the monetary conference held in Cairo last April and was supported by the In-
dian delegation.

Chailrman:

I am informed that the amendment of the Egyptian delegation is being
printed and will be circulated among members of the Committee as soon as printed.
Any further discussion to Alternative G?

Dr. Goldenweiser:

Mr. Chairman, I am afraid I am taking too much of the Committee's time
but it behooves me to eome extent to explain the origin of the various proposals
and of the changes. In the first place I should like to say that I agree that
the matter is so fundamentally important that it is not likely to be disposed of
In the brief session of this Committee today. The delegate from Egypt referred to
the fact that in an earlier draft published last year there was some reference
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about it. I am not at this moment in a position to say why 1t was included
in the draft but I am in a position to say why it was excluded from the
following draft. As the study of this subject proceeded it became perfectly
clear that a machinery that was charged with the duty of facilitating ex-
changes based on current rate in the post war world would have as much

a load to carry as any human institution would be expected to carry and

if that new experimental machinery which we hope to fashion here were

to be loaded with the duty of helping to pay off previously accumulated
indebtedness it would certainly have a much less prospect of success and
survival. As Sir XXXXX indicated, the amounts involved are so great

that they far exceed the entire operation of the Fund. The Fund could only
make very small inroots on that problem and might very easily 1n the process
be robbed of its ability to serve those purposes. Pre-war indebtedness and
indebtedness during the war present problems which need entirely different
treatment of adjustment of arrangement and not a gquestion of current exchanges
which arise out of current rate which is the purpose of this Fund. I Join
with Sir XXXXX, the gentleman from India, that with the voicing of two views
on it, it would be best to have this sectlon remain unacted upon even
tentatively because it would be best to consider whether or not it would
fit into such plan as will evolve out of the other section of the Fund and
particularly out of the work of Committee 2 which it has with operations of
the Fund.

Delegate from Norway:

I think that this rather serious stage by Dr. Goldenweiser made
a certain impression on us all. There will not be anyone of us who wish
to add too heavy a burden to the Fund. But when the idea originally had
its origin to give certain references in this draft to all the blocked
balances and to war indebtedness 1t was because those are facts which are
found when the Fund begins to work and in certain way there might be
important arrangement which at the same time would be agreeable to the Fund
and to the countries involved. Now, I think it might be a way out of this
dilemma to refer this question to Commission 3 which has to do with recom-
mendations because that might be a resolution concerning this questlion
taken by the conference without it being necessary to include it in this
chapter and there is one reason more for this - when we now formulate the
policies and purposes of the Fund we give a fundamental law which may be
in effect for hundreds of years while these blocked balances and normal war
indebtedness I hope will not be with us too long. I will, therefore, suggest
that this question be referred to Commission 3 for the recommendation

Committee

that this be considered in a most serious way.

Chalrman:

In connection with the suggestion by the member from Norway I
would like to call attention to the fact that Committee 1 is a constituent
part of Commission 1. The proper procedure would be to report to Com-
mission 1 with the suggestion that this sectlion might be referred to
Commission No. 3. Whether Commission 1 will be willing or not to refer
this matter to Commission 3 is up to Commission No. 1. That is a matter
of procedure. The main suggestion is that this Alternative G might be
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referred to Commission No. 3. Delegate from France:

Mr. Chairman, it is my impression that any suggestion mentioned
to facilitate the settlement of abnormal indebtedness, whether arising out
of the war or other purposes, is not the purpose of the Fund. The Fund
is established for current busiress and will have sufficient opportunity
if it gets stuck with its loans to have abnormal indebtedness to deal with,
but it should not start with abnormal indebtedness. Therefore, I agree
with the suggestion to be proposed to Commission No. 1 to refer it to
another organization.

Delegate from the United Kingdom:

Perhaps I should say one or two words making clear the United
Kingdom's position. We agree with the view which was taken by the
delegate from India in his very temperate remarks that thls is a most
important problem. We are anxious to find a solution to this problem
but we are not able to agree with you that this is a problem which it
would be right to refer to the Fund. We agree with the admirable remarks
made by Dr. Goldenweiser that it would be an unfortunate thing if the Fund
which is created to facilitate current business were to start on its
career waterlogged with the stupendous heritage of the past. We belleve
that this is a problem which can best be settled by discussions between
creditors and debtors and for that reason we should not ourselves be ready
to support 1ts reference to any part of this Conference.

?

Delegate from Brazil:

If we do take into account the present purposes of this Fund and
the Furnd is largely based upon facilities for payment between countries for
goods will it not be inevitable that countries meet the war commlitments
would have to lean further on the Fund and use the Fund more, so it is
inevitably tied up with war debts although I am in accord with Dr. Goldenweiser
that we might Jeopardize the good work that could be done in this field by
adding another purpose - yet it is inevitable that countries having war
indebtendess will have all their transactions with this Fund affected by
the extent of their indebtedness and having to meet its needs - and yet I
agree that it would be unfair to the Fund to include the load of war.

Chairman:

Ie there any further discussion ? In view of the opinions expressed
at this point it seems to me to be proper to suggest that this Committee
refer this matter to Commission 1 without any suggestion as to its future
dealings. Will that be acceptable to you all?

Delegate from Guatemala:

It is my belief that it would be necessary to take the matter of this
important question in some of the commissions of the Conference and it seems
that if this Committee only referred to its own Commission the matter wihtout
any comment it probably would not be treated fairly. As very well stated by
Dr. Goldenweiger and the other gentleman who has spoken before me the war
indebtendess is a problem really connected with the matter we are dealing too
but it is entirely agreed it seems to me that inclusion of this matter in the




35

purposes of the Fund will really be a danger for the correct functioning of
the Fund. For this reason it seems to be advisable that the Conference will
deal with the matter but entirely outside of the Fund and perhaps in this
connection 1t would be advisable that the Committee refer to the Commission
as Mr. Chairman suggested, but suggesting at the time that thls question be
turned to Commission No. 3 which 1s supposed to take into consideration all
the other financial measures which would be necessary for the post war

arrangements.
Delegate from the United States:

I move that the Committee adjourn.
The Chairman:

A motion 1s made that we adjour, but before we adjourn I want
to announce - this morning you remember it was moved and passed that we
have a drafting committee. I appoint - I ask the following delegations
to furnish members for the drafting committee - Australia, Brazil,
Czechoslovakia, United Kingdom and the United States of America. The
reporting member and the secretary have the right to appear with other
members of the Committee. Any delegation whose proposal is referred to
the drafting committee may send somebody to appear before the Committee
to explain its proposal. This Committee will meet tonight at 9 o'clock
in Room A and the member from the United States will be the chairman of
the Committee. I wish also to call attention to this fact, that we have
almost finished article 1 and the six sectlons but will you please notice
Alternative A - there is a slight modification in language. The purposes
of the International Monetary Fund are, (etc. as read).

"The Fund shall be guided in all its decisions by the purposes set forth
above." Now if the committee has no objection I will ask the drafting com-
mittee to consider this sentence.

Delegate from Indla:

I understand the drafting committee is considering Alternative C
on page 1B. Is India delegation to send one representative?

The Chairman:
I have already discussed this. - Yes.

Ad journed.




36

L. Hendershott.

I feel some doubt if I would be able to participate in the -scheme

where the Directors are not essentially on account of the difficulty
of distance. I think it can be particularly difficult as mentioned by
Mr. L , namely the consideration within two days on the applica-

tion of a member country who vary the rate of exchange by ten percent. I find
it difficult to see how the General Manager can anticipate this and get the
information in time to the Executive Director representing India at the head-
quarters of the Fund. It is true that the scheme of alternatives may mean

a difficulty but I think it would be preferable to have the Executive Directors
In residence at the headquarters of the Fund and that it could be said for the
suggestion that these Executive Directors need not necessarily be elther the
Governors or their Alternates, as the representative from the United Kingdom
said, that it would give us a wider field of experience on which to draw.

Delegate from 18 recognized:

May I ask you for a few minutes to explain the matter of permanent
residence. Generally, I think that even 1n the earlier stages the urgent
decision should be an exception, for the following reason: Whether it
applies to the ten per cent consideration or the 25 per cent excess, or the
difficulty of exchange contrcl over borrowing, I cannot very well conceive
that if the Fund's business is run in the way it should be run that these
things would happen over night. I cannot very well conceive that a country
that is running its business well would over night find itself faced with
the necessity of getting more than per cent of 1ts quota. Exceptional
cases might arise, but especially when both the Fund and the country are
running their business well they should generally see a 1little ahead and
everybody knows, who has seen all these sort of developments, and it 1s
exactly when you have people who are taking part in the monetary life of
their countries that they see them coming.

Now, one can mention that in the earlier stages there would be
so much to be discussed that a monthly meeting would not be enough. Now
what I think important here is that & continuous residence should not be
forced upon the Fund because if you talk about continuous residence 1t 1s
quite impossible that the man who is a Director should have some sort of
functlion in his own country. What would be a much more sensible solution,
and welcome to anybody participating, is that many of the people who were
Directora of the Fund were people who had all their time available for the
Fund but would at the same time be in a responsible position in their own
country. The major central business would have, during the early periods
after the war, one of the Directors could be a Deputy Governor who had given
most of his time to the business, and I don't see any objection to this
man being at headquarters all the time, but I would not force the Fund into
a situation where the man having to be in residence there could not possibly
be a Special Deputy General of his special bank. I don't see any use in
putting so strictly Into the sgtatutes that even when times become more
normal -- it would not be more necessary -- That is the only explanation
because it seems to be the impression that if you do not have the forced
residence 1t would be impossible to give important decisions. Continuous
residence 1s not alwaye a guarantee for hbig decisions.
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CHAIRMAN: The delsgate from Belgium, Mr, Gutt, has the floor.

MR. GUTT: We are going to adjourn in a few minutes, but before
that I think it would be necessary for us to know exactly where we stamnd.
We have been lately discussing the statutes of Executive Directors. We
have been discussing their personality and whether they would have to have
a permanent residence. I am leaning in that regard on the slde of the
delegate for the Netherlands and for the United Kingdom, but this was
part of the discussion of the beginning of Alternative A and Alternative B.
And in the regard I want to refer to the motion of the delegate for Canada.
Those two beginnings on A and B Include several questions, ralse several
issues amongst them for preliminary ---- that is so the number of delegates,
the number of permanent delegates -- the way in which the number of
permanent delegates are to be elected and possibly the way in which they
are golng to vote. In that regard there has been two motions, as far as
I understand, one which I supported coming from the delegate from Canada
asking that this matter be postponed until the gquestions are reported. The
second coming frum the acelegate, and proposing that this question
be referred to a sub-Committee which would have to get in touch with the
Committee for quotas and report when we are better posted about the work.
But I would like to know which of these ways 1is chosen.

THE SECRETARY: Gentlemen, not all delegations have given the
names of their principle delegate and country to the Secretariat. As
I understend it the Commission will probably meet tomorrow morning and
there will therefore not be a meeting of this Committee. Will you want
a meeting at 4 o'clock tomorrow afterncon -- therefore the Committee will
meet at 4 o'clock tomorrow afternocon in continuation.

CHAIRMAN: The session is adjourned.
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July 3.
Committee 2 of Commisslon I

Convened at 11:30 A.M.

Delegate Maletin of Union of Soviet Socialist Republics
presided until appointment of Vice Chairman,
Delegate Mackintosh of Canada.

MR, MACKINTOSH: As the Chairman sald, the assigmment of this
committee 1s concerned with section 3 and the following sections of the
joint statements and the committee document 1. The first question to be
considered by the committee is the sale of exchange. You will find
material has been prepared by the secretariat on pages 5 to 7 of the
document F-1. This material covers section 3, provision 1, 2 and 3 of
the Jjoint statement of principles. If it is agreeable to the committee
I would propose that we proceed with the discussion of the document F-1,
section by section. The first section of the document for the first
section of the joint statement there is an alternative (a) suggestion.

The original statement "Member countries shall deal with funds" etc.
(balance of statement read) -- is replaced by a slightly revised statement
(statement read). The second sentence of the Joint statement, we are told,
is to be dealt with elsewhere in the document. Is there any discuseion of
that pure and formal change in wording? Would you propose an alternative
wording?

Delegate from Cuba: I do suggest that at the beginning of the
paragraph the phrase "except as otherwise provided" should be introduced
so that made the other way "For further discussion" alternative (a) page
8 "borrow such currency within that country from some other source" and the
phrase "except as othersie provided" would permit the discussion of this
alternative without modifying substantially the clause which has been proposed.

Mr. Mackintosh: I would suggest it would probably be better in
dealing with alternative (a) on page 8 - Having dealt with it we might
then come back to this clause, if there is any consequential amendment
that would have to be made. Is there any other discussion or 1s it your
wish we should pass on to section 2. Under section 2 you have very sub-
stantial amendments in alternative (a) and additional amendments in
alternative (¢) and (b). The meeting is open for discussion of proposals
on section 2. )

Delegate from United States - Brown:

Alternative (a) which has been proposed by the United States after
gsome discussion is designed to clarify and state the position of the United
States of America in regard to the sections of the Joint statement 2 (a),
(b), (¢) and (d). I think everybody here realizes that this 1s one of the
most important sections of the jolnt statement. The statement as it
appears in the joint statement of principles by itself is not sufficient
and that the statement in the Joint principle represents the compromise
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between two points of view, a compromise, which I think everybody here
realizes is necessary and desirable. On the one hand everybody agrees that
the countries must have access to the Fund, The question is how far that
right of access 1s an absolute rignt. How far, perhaps I should say, a
privilege. The American Delegation of the United States of America
recognizes very clearly the difficulties of the problem. They feel the
right of access to the Fund is the right of access - must be the right

of access subject to conditions. The Fund must in extreme cases and

under certain circumstances have a right to point out the conditions that
are violated and have some discretion in refusing. The right of access

to deal is primarily a right and not a privilege. Regarding this section,
we provided this provision in order to give us all the aid in attempting
to state the right to the conditions under which that right should be
exercised. I do not know how the Chairman will go on with the discusseion.
I think the discussion will, however, begin with the very first clause and
it will probably continue and the separate clauses will be taken up one

by one.

Mr. Mackintosh: This is a highly technical section of the
document - I refer to the statement of the representative of the United
States - Alternative (a) represent to some degree a compromise which when
used - I note that in condition 2 of alternative (a) -- shall I state
it this way - I note that we have alternative (a) which hes some conditions
and some rewording of the joint statement. You have also (b), (c) and (d).
(b) and (d) are conditions to alter funds, particularly clause (c) of the
section. Is it agreeable to the committee that we should proceed to dis-
cuss this clause by clause or is it better to discuss section 2 as a whole.
If there is no objection I suggest we proceed with a discussion of clause
by clause. I note that with respect to 2(a) of the joint statement which
1s rewritten as 2 (1) of alternative (a), that there is no alternative
offered to that particular clause. Is there any further discussion or
explanations which any delegate cares to offer on section 2(1) as an
alternative. Section 2(2) then - There are Alternative (b), (c) and (d).

I suggest we discuss 2(2) taking the alternatives in the order in which
they appear in the document.

Delegate from

My I suggest that section 2(2) of the American proposal be
reserved untll we come to the discussion of scarce currency and then come
back to it and proceed to 2(3) which is the same as 2(c¢) in the original
document.

Mr. Mackintosh: I take that to be agreeable to the committee.
I am sorry I misstated the situation before. The clause to which there
are a number of alternative is Clause 2(c) of the joint statement of which
there is alternative (a) as number 2(3), alternative (b) alternative (c)
and (d). We are open for discussion on clause 2(c) and the various
alternatives proposed to 1t.

Delegate from France:




Mr. Chairman, is it better to discuss now the amendment (d) or
first to discuss the other amendments?

Mr. Mackintosh: I suggest we might discuss them in order -
a, b, c and d.

Delegate from Australia:

Mr. Chairman, alternative (b) was proposed by Australlia because
we felt the limitations on the use of the Fund as contained in the Joint
gstatement and as retained in 2(3) do not provide sufficient elasticity
in the case of many countries. Certainly in the case of agricultural
countries or countries producing & narrow range of raw material and food
gtuffs. Their balance of payments are subjected from time to time to
very great disturbances. The prices of raw materials are notorlously
subject to variations and when they fall temporarily the countries
affected cannot avoid heavy deficits in their balance of payments. We
appreciate, of course, that this Fund is intended to provide countries
with working balances that they draw out in some years. They are expected
to pay back in other years of others. Of course, if the proposal we put
forward is adopted or alternative (d) is adopted it would be perfectly
satisfactory as far as we are concerned. We know, of course, that ir
there is a great deal of 1liberty permitted to a country than to that
extent it will be pledged subsequently to pay back to the Fund a larger
amount but we feel that for a number of countries this greater degree
of elasticity is essential. .It is difficult to discuss this with the
absence of a figure for guotas but whatever the quotas will be, some
greater degree of elasticity will be needed. Of course it is true that
the Fund can any time waive the restrictions but the lenders use of the
resources of the Fund - But that would mean, certainly in the case of
Australia, that every few years we should have to apply to the Fund for
permission to make further use of its resources than was automatically
provided by the Fund under the constitution of the Fund and that, I
suggest, would not be a satisfactory position for any government or any
essential bank to find itself in. It would continually be uncertain
whether resources needed to meet a temporary disturbance in its balance
of payments would be available to the Fund. It would have to apply to
the Fund for permission to use money and comply to the conditions laid
down by the Fund. Now we suggest that some greater degree of elasticlty
is essential to the covenant as provided in (b) and (d) wording of the
Fund.

Mr, Mackintosh: I think it would assist in the discussion
at this point if the delegate of the French Committee would explain
alternative (d) which, is directed to the same point which, as I under-
stand it, is a slightly different method from that proposed by the
Australian delegate.

French Delegate:

I wish to state that the purpose of amendment (d) is as much
to the interest of the Fund as in the interest of the countriles which
wish to make use of the resources of the Fund. In the present draft
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?
of clause 2(c) a country has inducement to use the resources of the
Fund in a regular way even though it has not met the specific require-
ments. The reason is that if a country does not use during the
first period of 12 months then during the second and third year the
country may not be able to retain the total resources which the country
thus doing should be entitled to so that the lack of possible carryover
will have the probable effect to increase the amount of currenc ies which
the Fund will hold -- The reply to this argument may, of course, be that
countries are not entitled to appeal to the rescurces of the Fund
except for current purposes. But there are a number of cases where &
country might think that if it would have a possibility of obtaining
the resources which it would require in the future that it would not
for the present time appeal to the Fund so that a provision of carry-
over 1s something which is very important. In the amendment which has
been suggested, amendment (d), there are two points. There is a point
of principal. -- Whether a carry-over would be acceptable to others -
the mecond point of the issue is the specific figures which have been
mentioned. On the matter of the specific figures, if those figures are
considered to be not quite appropriate 1t would be quite Tavorable the
French delegation would be pleased to revise those figures if the
majority of the delegates would think those figures inappropriate -
but on the question of the principle, I think it is in the interest of
the Fund of accepting that principle. I would just like to mention a
very small point which T have already mentioned in Atlantic City that
we do not need any more which either complicates the wording or confuses
the meaning. Thank you.

Mr. Mackintosh: Is there any further discussion?
Delegate from Norwsay:

I beg to state that the proposal of the French delegate - I
think that the principle laid down in Alternative (4) is much better
reading. The French delegate has already forwarded the arguments which
I think. The word of the Jjoint statement perhaps might be unjust ---

Russia's delegate:

I believe that the suggestion proposed as supplement (d) by the
French delegation is a practical proposal which improves the using of the
resources of the Fund. I think this proposal meets practically all the
needs of such countries as we heard from the Delegate of Australia are
made for the reason of considerable deviations in their balance of payments
and credits -- From the other side I think this suggestion shows that the
countries will borrow more freely, will more liberally use the resources
of the Fund when they actually need that. The proposal in the joint
statement 1s of such character that it can induce the countries to use
their maximm possibilities in the Fund and also in these cases when they
don't actually need larger resources toc assure them against the future
needs. Therefore I think that it would be appropriate to support the
suggestion made by the French delegation.
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Mr. Mackintosh: I am of the opinion that the clause on page 3
of the joint statement by which the Fund can use its discretion to waive
conditions provides sufficient elasticity and would take care of the needs
of agricultural countries as the delegate from Australia suggested. ---

Delegate from Brazil:

Mr. Chairman there are two questions it seems to me in the
suggestion made by the French delegation, one which is less important
and which refers to the figures and the other which is more important
which refers to the principle which is the carry-over principle. The
Brazilian delegation considers it an open question to examine the question
of the figures but wishes to give its support to the principle of the carry-
over in the type of manner that it be applied in the best interest of the
Fund.

Delegate from United States:
I shall speak only on the point that was raised by the Australian

delegate. I believe that point has really been answered by others who have
called attention to the waiver provisions. The 25‘5 a year limitation is
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COMMITTEE 2 OF COMMISSION I
Aunditorium

July 4, 1944 5:30 p.m.

CHAIR: The Committee will come to order. The Secretary will
call roll.

SECRETARY: Australia; Belgium; Bolivia (absent); Brazil
(absent); Canada; Chile; China; Colombia; Costa Rica; Cuba; Czechoslovakia;
Dominican Republic; Ecuador; Egypt (absent); El Salvador; Ethiopia; French
Committee of National Liberation; Greece; Guatemala (absent); Halti (absent);
Honduras (absent); Iceland; India; Iran; Iraq; Liberia (absent); Luxembourg
(absent); Mexico; Netherlands; New Zealand; Nicaragua; Norway (absent);
Panama; Paraguay (absent); Peru; Philippine Commonwealth; Poland; Union of
South Africa; USSR; UK; US; Uruguay; Venezuela; Yugoslavia,

CHATIR: Before turning to the agenda there are one or two
matters on which I would like to say a word. In the first place, the
Acting Chairman was at more than one disadvantage this morning in not
knowing what if any effect this microphone had on his voice and I would
be very glad if the members of the committee would inform me 1f at any
time I cannot be heard. In the second place, there were certaln questions
of procedure raised at the end of this morning's session on which I think
we should have some discussion and a meeting of minds. It has been under-
stood through earlier conferences, the heads of delegations that committees
would not proceed to formal voting but that they should use every means
to try and reach agreement to clear as many of the problems as possible
before reportlng differences to the commission. I take it it is the wish
of the committee to follow procedures which will achieve that as far as
possible. One practice which has been developed in other commlttees
which I think might be considered by this committee is to authorize the
Chair to appoint a small drafting committee to which might be referred
proposed changes which do not involve changes in substance and, secondly,
points on which 1t is the view of the Chair with the concurrence or at
the suggestion of the committee, points on which it is thought that the
real differences can be adjusted and an accommodation reached in a re-
wording of the Alternative. It would not be part of such a proposal, I
would think, that we would burden a drafting committee with questions
on which there were real and firmly-held differences of opinion. Further
in the matter of procedure I think that we might proceed by having the
Chair take Alternetive steps following a discussion, or in the divert ?
of discussion, the Chair might weilL state that there seems to be a
consensus of opinion and in divert of any objection the reporting delegate
would so report. If there are objectlons which are not held by many
representatives but only a few, it would be open to the Chair to say that
if so desired those objections could be recorded by the reporting delegate.
Where on the evidence of the discussion or on the stated objectives of
members of the committee it is apparent that there are real and substantial
differences of opinion which have not been reconciled, the Chair should
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state in its view there are such differences and the reporting delegate
should so report them to the commission unless there 1s any suggestion

from the Committee as to means by which the differences might be recon-
clled, either by consultation among delegations, by apointment of special
subcommittee, or by any other device which members of the committee care

to suggest. The Chair will always be open to suggestions for any step

which will avoid stating differences unnecessarily. Though I make those
suggestions from the Chalr I would welcome any brief discussion of them

if there 1is any accord for them. I would entertain a motion for the drafting
committee,

NETHERLANDS: Mr. Chairman, the meeting this morning was
especlally to make sure that procedures should be followed /the member
stated also that discussions should be postponed and the procedure pre-
sented by the Chalir was practicai?.

UNION OF SOUTH AFRICA: I have only one comment to make on
your excellent suggestion and that is the name of the body to which you
propose that these verbal questions should be referred. Looking ahead
I think there is some slight danger of misunderstanding if we think of
this small body as a drafting committee. It seems likely, sooner or later,
if things go well with us, all these conclusions which these commilttees
and commissions arrive at will have to be looked over by lawyers to see
that they make sense and are consistent. These things have already been
through a drafting committee and therefore sacred. The sort of committee
I believe you have in mind is a committee on language, call it an asterisk
committee because it is the asterisk paragraph referred to.

CHATR: Is there any motion for the appointment of an asterisk
committee?

SOUTH AFRICA: I propose ---
NETHERLANDS: Second.

CHAIR: It has been proposed by the representative of South
Africa and seconded by the representative of Netherlands that a committee
be appointed. I take it a committee named by the Chair to deal with the
changes in wording of the various proposals particularly those paragraph
proposals which are marked by an asterisk, we can call it, if you wieh,
a "wording committee"” or we can call it simply a drafting committee.

MEMBER: Language committee !
MEMBER: Grammatical committee !

CHAIR: TIs there any discussion of the proposals? If there is
no objection, I take it that it is agreed that the Chairman should appoint
such a small committee for this purpose. It is so ordered. Is there any
further discussion? Is there any discussion on the remarks which the
Chalrman made with respect to procedure? If not, we might turn to the
agenda., May I say Just a word on the discussion this morning. I am
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afraid that I did not make clear that it was in respect to the alternatives
proposed by the Australian delegation and the Delegation of the French
Committee that it appeared clear to the Chair that there were wide dif-
ferences of opinion firmly held and that it was not possible in the discus-
sion in this committee to reach any reconciliation of them. I did not
wish to close off the discussion but the view seemed to me on both sides

to have been fully stated and at the time of the adjournment no progress
was being made 1in any reconciliation of those views so that I cculd have
taken it as a result of this morning's discussion that the differences in
view would be fully recommended by the reporting delegate.

The next item on the document which we have ?egore us was
paragraph 4 of section 2 to replace in part paragraph b)? of section 2
of the Joint statement. (a)

NEW ZEALAND: Mr. Chairman, may I raise a question arising out
of 2, before we pass away from it. This question was not discussed this
morning. In the jolnt statement the change is contained then also in the
alternative paragraph 2a (Reads paragraph 2a on page 6) - the words
"member represents that", I am not sure whether those words are set there
for a full purpose or whether it is in the drafting. It is intended that
it should be an open ? fund or is the Fund to have any say in the question
whether that currency is, as a matter of fact, required as the member
represents it.

CHATR: My own understanding is that the words are of substance
but if any member of the committee wishes to explain the words further I
would be glad.

BROWN (US): Mr. Chairman, the statement of principles used the
words "the member represents that the currency demanded is presently needed
to make payments...." The same language 1s continued without any change
except to add the words "of currency" and the insertion of the words
"provisions of this agreement" as I tried to explain today. We all
realize that a country has a right of access to this fund and if the fund
isn't (is inclined ?) to go broke in short order that right has got to be
conditional. The representation is made that unless it is obvious that
the currency is demanded for some other purpose it would be necessary that
the Fund accept a representation. I should imagine, although I should hope
1t would never arise in the civilized nations. Sometimes under a government,
not in effect, a representation would be made which would be so flagrant
and false the Fund, on its face, would see that it was false and in such case
I should say that the Fund would either have to say- that the representation
was false, I can scarcely imagine such a case arising, if however, a
nation that made false representation regarding money, it might be the
ground for the Fund, the next time the nation came to the Fund, to make
a very careful Investigation. We are faced with the fundamental difficulties
of reconciling the extreme idea of absolute and complete right without
restriction and the other idea of coming to this Fund as the privilege
similar to a broker going to a private bank. It is possible to accept
either of those theories and we think this language is the right subject
and condition to represent the best compromise possible between the two.

I tried to explaln that.
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CHAIR: Does that answer?

MEMBER: The contrast between this particular draft which puts
the Judgment on what are the purposes of the Fund in the hands of the
mexbers and other portions in the texts where are such words as "other
expressions of the opinion of the fund"? This 1s neglect ? of the moment,
the only case where the judge of the purpose is nct the Fund but the
member. And that is why it struck me that possibly it may not be the
intention to make an exception in this particular case. What is the
general rule ? I myself would feel that the text would be a very much
more closely shorn one and a more direct one if the [Fording here suggest
that he read passage beginning with "currency demand at least...:7.

NETHERLANDS: I think, if I may say so, we have good reason in

this particular case for ©xerclzing 7 the discretion of the member. If
emphasizing 7.
these rights are to be of real hslp and comfort to the nations concerned,

it 1s surely necessary that on occasion they should be exercised very
quickly and that a central bank which is going to use these rights should
be able to present its demand on the Fund and expect them to be honored
at very short notice, and immediately. It mustn't be left in doubt as

to whether it im going to be kept in doubt deays, weeks or months, waiting
for its monsy while an argument takes place and their wondering whether
the money 1s really needed or not. I think that is in itself sufficilent
reason for the slight difference in emphasis which the delegate from
South Africa has pointed out. There are, of course, elsewhere in this
document provisions for the Fund to get lts loan back by a
if a member is caught in the act of behaving improperly, flagrantly or
dishonestly. I think it would be better to leave it at that and place
the emphasis here when it 1s placed on the ability of the member Iin this
case to get the money quickly on his own representation that he 1s
entitled to it.

CHAIR: 1T think that as we are here to answer a question and not
reopen & discussion on a clause which has been accepted this morning that
that probably meets the question of the representative of South Africa.

SOUTH AFRICA: I will not question the matter any more, sir.

CHAIR: With reference to Alternative A, section 2, paragraph 4,
you will notice a change that has been made from the Joint Statement 1s
that the referred to suspension has been transferred to a later section --
a new section 3 -- and that what is set forth in section 4, Alternative A,
adds nothing of substance. On that basis the committee may be willing to
agree to section L4 discussing the proposed new section 3 which contains
the substance of the changes. Is the committee agreed to that suggestion.
T take it that it is agreed.

There is then also in Alternative A, a sentence added following
the numbered paragraphs. The first sentence which is changed in only very
slight detail "The Fund may, in its discretion, and on terms which safe-
guard its interests, waive any of these coniitions." Added, "In special
circumstances, where the Fund considers it necessary, it may require
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collateral security as a condition of such waiver." Is there any discussion of
that proposal? If there is no discussion may we take it as agreed that those
sentences of Alternative A are acceptable to the committee? Agreed

CHAIR: (cont'd): The next proposal is under Alternative A and is for
the addition of a wholly new paragraph, numbered here section 2a. '"Conditions
Governing Purchases for Capital Transfers". It reads that (reads 2a,
pages 6a and 7). I take it the footnote indicates some uncertainty as to the
correct percentage to insert in the last place and some willingness to adjust-
ment. I would ask the delegation responsible for the proposal to explain it
further.

CANADA: Mr. Chairman, this proposal is designed to enable the
countries which have not been net purchasers of exchange from the Fund. Those
countries which have not used the Fund's resources, to buy exchange from the
Fund for any purpose including a capital transfer. I take it there is general
agreement that the primary purpose of the resources of the Fund 18 to facilitate
current account transactions. This is stated by lmplication at several. points
in the Joint statement and 1t is stated explicitly in V, paragraph 1 of the
printed text which reads: "A member country may not use the Fund's resources
to meet a large or sustained outflow of capital, and the Fund may require a
member country to exercise controls to prevent such use of the resources of

the Fund." T think that it could also be argued that it is stated by implica-
- tion in paragraph 3, 2a of the printed booklet which reads: (here reads that
contained on p.2 of the Joint statement of experts on establishment of the
International Monetary Fund). Since the purpose most relevant in this connection
is purpose 5 on page 2 (reads this), I think that it is beyond dispute,
Mr. Chairman, that the main purpose of the resources in the Fund is to facilitate
current transactions but it has appeared to some of us who have studied this
problem, the problem of the restrictions that should be placed on the access
of creditor countries to the Fund, that so long as a country is not making net
use of the Fund's resources that is to say in terms of this document so long as
the Fund's holdings of the currency of a member are not less than 75 percent of
the quota of that member, there is no disadvantage and on the contrary an ad-
vantage in allowing such a member to purchase exchange from the Fund for any
purpose including capital transfers on certain conditions and subject to certain
safeguards. If a country's currency is held by the Fund in amounts under 75
percent of its quota, that country -- I think we can take the hypothesis -- is
a creditor country with a favorable balance of payments on current account.
Anything that that country can do to increese the world supply of its currency
is to the general advantage of the community. There therefore appears to be no
reason subject to qualification which I shall introduce later, wny that country
should not buy exchange from the Fund for capital purposes. If it does, in
other words, why it should not be able to use mechanism of the Fund to lend
abroad. If it lends abroad, outside the mechanism of the Fund, there is no
positive assurance that the domestic currency which it places at the disposal
of the rest of the world will find its way in whole or even in part into the
coffers of the Fund. That will depend on the situation of the countries to whom
the loan is being made. Therefore the underlying thought in this proposal is
that the countries which have not used the resources of the Fund shculd not be
used for capital purposes. Obviously, it would be against the
general interest if countries, as a result of purchasing exchange from the
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Fund for capital purposes precipitated in any degree a scarcity in the Fund's
holding of the currency which are being required, that would be contrary to

the interests of the community as a whole as well as contrary to the interests
of the country whose currency 1s being requlred under the circumstances. That
explains the proviso at the end that this procedure must not reduce the Fund's
currency purchases below 75 percent of the quota of the member whose currency
is purchased. The Chairman has referred to the three figures mentioned in the
footnote at the bottom of the paragraph and they do indicate, indeed, a certain
flexibility of mind as to the precise figure to be inserted. My own view, the
figure should be like 60 percent. What one wants to avoid is a country which is
initiating such a purchase of currency scarcer. than its own in the Fund. This
provides however that the Fund's holding of such a currency must remain below
T5 percent over a six-months' average on the level, so that by the time the
country could utilize that right the Fund's holdings would be something like

60 percent. On the other hand, I understand that from private conversations
with some delegatlons, there are some delegations who are approving the general
principle of this taking the view that the figure should be 75 percent which
would necessarily produce a situation under which currency which the Fund was
getting was less scarce than currency the Fynd was giving up. It would seem

to us, Mr. Chairman, in using the Fuynd for capital purposes, one must avoid

any suspiclon or any thought of acting in any way that could be injurious to
the Fund 1tself or to the rest of the community and notwithatanding outr original
desire to have the figure of 60 inserted, we are qulite prepared to agree to a
form of words which would leave the same fligure of 75 percent in both cases.

CHAIR: Any dtscussion.

BROWN (US): Mr. Chairman, I would like to state that in behalf of the
U.S. delegation we think this section proposed by Canada is an excellent section
one which helps the Fund to work more efficiently. We belileve T5 percent of the
currency purchased should bte retained and not reduced to 60 percent. One other
comment. We feel that when the happy day comes when the agreement on every
disputed principle is in the hands of the lawyers (here mentions Professor
Robinson?) we think this particular section of 2a might more appropriately fit
into some other article of the agreement,

CHAIR: Any further discussion.

NEW ZEALAND: In view of the fact that this provision now under
discussion i contalined in a separaie clause, I am Inclined to doubt whether 1t
is sufficiently clear whether the facilities provided by that clause cannot be
undertaken if the currency in questlon has been declared scarce. In the previous
clause it 1s provided; that a country may obtain another currency for its own
currency provided its own currency hasn't been declared scarce. Should that
provision also be included in this clause?

CHAIR: Any comment on that?
CANADA: T think that point raised by the delegate of New Zealand 1s

in fact covered by the reference to the fact that purchases for this purpose
must not reduce the funds holdings required below 75 percent. It would only be
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inconceivable contingent that the fund would(?) declare the currency scarce at
shall(?)

a time when the Fund's holdings of that currency amounted to 75 percent of the

quota of that country that the situation raised by the delegate of New Zealand

would arise.

CHAIR: Any further discussion?

CZECHOSLOVAKTIA: In the first part of the section it is stated that
as long as a currency has remained below 75 percent for not less than 6 months,
then the second part states "currency of the other member ..." but does not
state whether it applies also of the one would 75 percent, should be calculated
it seems to me for reasons of safety. It should be a set period during which
currency would remain at least about 75 percent. Another one, I wonder whether
this provision 1s certainly very good, should be introduced immediately or whether
we should not walt and see how the whole Fund will operate. My third remark is
whether in such a case when a member country buys currency of another country
should the country be asked to give its consent.

CHAIR: Any comment?

GREECE: May I ask, Mr. Chairman, if in case that the country has
control on capital transactions does this paragraph here affect the control of
a country. Is a country which has imposed a control to determine the capital
transaction. 1Is this country affected by this clause.

CHATR: I would welcome asslstance.

CANADA: I don't see why it should be, Mr. Chairman, if a country has
control of capital transactions that control is not necessarily a complete pro-
hibition of all capital transactions and it may be that through the facilities
provided in this way such a country would permit capital transactions to take
place which it would otherwise prohibit. I wonder whether I might refer to
points by delegate of Czechoslovakia, while I am up.

The first suggestion that he made was that not only should the cur-
rency of the country which is purchasing exchange for capital purposes have re-
mained below the level of |5 percent over a period of b months, but also that
the currency of the country which is being purchased should have remained above
a 75 percent level for 6 months. That does appear to me, Mr. Chairman, to be
going an unnecessarily long distance to undo the effects that we are seeking to
obtain in this clause. If a currency has remained above 75 percent level for
6 months, then by definition that country has been a consistent net purchaser
of the exchange from the Fund, because the Fund begins by holding, forgetting
for the moment, the complications that may arise by the fact that some of the
initial subscriptions may not be 75 percent but a higher figure. The Fund be-
gins by holding 75 percent of currency of each country. Now the Fund, having
held 75 percent of the currency of each country over a period of 6 months, has
plenty of the currency of that country. There is no danger involved to the Fund
in getting back to the position in which it originally started. If I pointed
out 1n introducing this proposal, the practical working of it, under the present
formulation, would necessarily be that the currency that is being supplied to
the Fund 1s scarcer than that obtained from the Fund, and why one should set up
restrictlons making it impossible for others to come to assistance of the Fund
in supplying it with their currency. Don't see why those restrictlions should be
necessary. The same comments apply to transitional period. If in the course
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of the transitional period the Fund supply of any particular currency does become
scarce, not in a technical sense, under which provisions of placement would come
into operation but then this clause would not come into operation at all, elther
during the transition periocd or at any time. The third point cn the consent of
the country required, I think, i1s unnecessary and from some point of view,
objectionable. What one is seeking to establish here is definite provisions that
countries will be able to count on, barring misbehavior, and on which they will
be able to base thelr plans. The introduction of the consent of the country

on whose currency 1s being acquired does mean that no country wlll be able to
count on the operation of this provision and I should have though that Interests
of the country whose currency is peing acquired 1s adequately safeguarded.

GREECE: I am gorry that I must repeat my original guestion. I agree
that this provislon is very useful and might be helpful both to the country and
to the Fund. I am afrald that the unlimited right of a member country to pur-
chase local currency from Bank of another country over and above 75 percent of
the holdings of a country might be amgainst the interest of the country and the
purposes of the Fund. What is the real objJect of the Fund? It is, in my opinion,
to collect the different subscriptions and to accord facilities in order to pro-
mote the best growth of trade. If a country, over and above the original con-
tribution, has made use of facilities of the Fund, has paid to the Fund its
local currency in a prior foreign exchange, this country has a right to expect
that this local currency would be used by other countries on current account for
the purchase of goods for payment of services which will be considered as capital
account. If this country, without 1ts consent, must accept that this currency
will be utilized by other countries for investments, 1t is not guite in agree-
ment with the Fund. It is the general feeling that this clause is & useful one.
I should think that the 1imit should be set somewhat above the 75 percent, and
then to come to the other alternate, that the holdings of this council ar e not
below 100 percent.

CZECHOSLOVAKIA: T propose the following problem., According to the
Fund, a country is supposed to accept its local currency for all payments on
current account. It is not obliged toc accept them on payments for capital in-
come, as Mr. Varvaressos stated, and asked whether capital incorporatlions wili
not ve transferred by this clause. I understood by the answers that he gave he
agrees with this interpretation, then wes can see that the local currency held by
the Fund which could be freely used for all kinds of payments and transactions
would not be beyond import capital controi 1if used for the import of capital.

CANADA: It is obvious that I misunderstood Mr. Varvaressos' questions.
I had in mind the country which was exporting capital and not the country wnich
was importing capital. Dr. Basch referred to imported capital. There was
nothing in this proposal which would, in any sense make it necessary for coun-
tries to change such regulations which they may have respecting imported cur-
rency. If any country wishes to take the position, - though I can't think of a
single example of a country that has taken thls position -- that it requires to
get foreign exchange -- willing to accept local currrency for its exports of
goods by foreign exchange of its exports of capital. If any country wishes to
take that position, then I would concede, Mr. Chairman, it is open to that
country to take that position, and in that case, local currency acquired under
this provision would not be availabie for capital purposes, and therefore 1t
would not be required by the purchasing country.
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CHATRMAN: May I ask how far that meets the question asked by the
Representative of Greece?

GREECE: Yes.

CHATRMAN: I take it from this discussion that there is general agree-
ment that this 1s a desirable clause. There is also the suggestion of the
reopresentative of the U.S. that when ctne stage of ultimate drafting comes that it
not be iIncluded as clause 2(a) here but might be placed in some more suitable
location. Is it the wish of the Commlttee to adopt this clause and recommend it
to the Commission or are there modifications which are proposed. Does the Chair
take it that it is agreed that this clause is approved? So agreed.

The next proposal is the additional Section 3 in Alternative A addi-
tional to the Joint Statement. As I said before it takes the part of the wording
2(d) of the Joint Statement and binds it into a new sectlon Declaring Members
Ineligible to Use the Resources of the Fund. (reads all of Section 3, page 6b).
Any discussion of that proposal? There being no objections may I take it that
that proposal is agreed?

CUBA: Mr. Chairman, may I ask whether the differences which are con-
templated between thearticle of the declaring members ineligible to use the
sources of the Fund and the provision announced on page 35 of this draft pre-
liminary articles on suspension of membership or compulsory withdrawal -- may I
ask what 1s the difference between the ineligibility and suspension of member-
ship because I couldn't get quite clear from the discussions in Atlantic City
which was exactly the difference between these two provisions.

BROWN(U3) Mr. Chairman, in the first place the U.S., which proposes
this, would like to strike out the words "and policies" ir *he second line,
subsequently to leaving it "in a manner contrary to the purposes”. I do not
think any country here would care to bind itself to the probable degradation of
the use of the Fund and suspension by disobeying policies which might mean
policles adopted by the Board of the Fund at some later date. The original sec-
tion of the Joint Statement of the experts provided nothing except suspension.
It is the view of the U.S. Delegation that something less than suspension was
highly desirable and that it would be much less contrary to the dignity of a
nation to limit its resources to the Fund temporarily than to suspend or throw
it out of the Fund. Consequently the proviso was changed from the expert's
statement declaring its ineligibility to use sources of the Fund or limiting its
use. The other substantial change is that after the Fund is presented a report
and before a reply is received, it has, in special circumstances, the right to
limit or to propose conditions on access to the Fund. This was designed to take
care of the case of the country which would not reply immediately or the reply
might be unsatisfactory when it did come in, and the maximum amount which was
8ti1ll drawable. Again I think it is a case which is very unlikely to arise but
it is possible. I think the alternative section is much better for all countries
In that it does not Involve the indignity of suspension in case of disagreement
it does allow much lesser punishment of limitation which might be instead of
drawing 25 percent at one time but rather 5 percent a month for 5 months, but
not all in a day. This section will be rarely used but it seems to me the main
effect would affect the dignity and honor of various countries which join the
Fund. -




52

CHAIRMAN: I am not sure the representative of the U.S. was entirely
heard. I shall state briefly the point which was raised. The explanation was
that it was desired in these circumstances to have a restriction on countries
which fell short of suspension or anything which would involve the dignity of a
country where it was contemplated that the Fund might withdraw the use of its
resources entirely but 1imit the use of its resources for a period of time and
that for the remainder it is mainly spelling out in fuller language the brief
statement which appeared in the Joint agreed statement of experts. Is there
any further discussion?

CUBA: Mr. Chairman, might we postpone the consideration of this
article particularly in its last 1line on declaration of ineligibility. Up to
the time that we know what the final draft or the draft of suspension of mem-
bership --

CHAIRMAN: May I ask the representative of the U.S. whether 1t 1is
considered to declare a country ineligible to use resources of Fund 1s
equivalent to discussion, or 1s there additional ...

BROWN(U.S.): I should say that the difference was a real difference,
that if a country 1s suspended, I can scarcely conceive of any country risking
its own national honor, which wouldn't immediately withdraw from the Fund and
tell it politely to go to the devil, whether it could meet its obligation to the
Fund or not. If it is declared to be ineligible to use resources of the Fund 1t
means there is every opportunity for conciliation and clearing up misunderstand-
ings which might arise between sovereign nations, as between individuals, and
that the country will come back into the fold of the Fund without any hard feel-
ings. I think it is a very important difference from the point of both national
honor and also of keeping this Fund permanently going &as an organizatlon which
we hope all the civilized nations of the world will ultimately join.

CHAIRMAN: There 1s some difficulty in accepting the suggestions made
that this should be left open and that the section referred to on page 35 should
not come before this Committee but before another Committee. In view of the
fact that it is open to any delegation to raise this question in this Commission,
where both points may be raised, would it be satisfactory if we left 1t there
that any delegation could discuss it in the Committee as we are not able at this
Committee to answer questions in respect tc suspension.

CUBA: It 1s satisfactory.

CHATRMAN: Is there any further discussion of this section? If there
are no objections, accept this section as agreed. So agreed.

The next item is Alternative C. We passed over it this morning inad-
vertently. Alternative C relates to Section 2, paragraph a, of the Joint State-
ment and refers to Section 2, paragraph 1, of Alternative A, which we have al-
ready accepted. You will note there have been certain changes in the Joint
Statement. The final phrase read "which are consistent with the purposes of the
Fund". In Alternative A that has been changed "which are consistent with the
provisions of this agreement". Alternative C proposes the wording "consistent
with the purposes and provisions of the Fund".
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CZECHOSLOVAKIA: This alternative before Alternative A was known.

CHAIR: Alternative C 1s withdrawn. That completes the discussion of
Section 2.

We turn to Section 3 of Roman III, Joint Statement. The original
section reads: (reads the above).

The proposal would be new Section 4 to the section, in view of the
fact that a new Section 3 has been proposed. It would read: (reads Section 4,
page 7). The changes seem to be minor changes in warding. Is there any dis-
cussion? If there is no obJjection may I take i1t that Alternative A, Section 3
of the Joint Statement 1s agreed.

Section 4. Read in the Joint Statement: (Reads Section 4, page 8).
That has been reworded in Alternmative A to read: (reads Section 5, alternative
A, page 8). Any discussion of this proposal? If there is no objection, may we
take 1t.

ECUADOR: This morning the proposal was that the Fund would not
operate except through a central and stabilization Fund - is 1t here authorized
to make transactions outside? Wouldn't that be in contradiction to what was
proposed this morning? I assumed that it was a borrowing operation and would be
handled through the approved instltutions.

BROWN(U.S.): The member from Cuba raised the same point this morning
when he stated that except as otherwise provided in this agreement all trans-
actions should be with central banks or with other f'iscal agencles and called
attention to the fact that thls Indicated that the Fund might borrow from
private chartered banks with the approval of the country Iin which they were
located and whose currency was being borrowed. I think the member from Cuba's
point was entirely correct this morning. I think it may be left to Mr. Robert-
son's friends, the lawyers, for the day when we are all agreed on principles.

CHATRMAN: Does the explanation cover the point?

MEMBER (?): I have no objection whatever but since 1t was emphasized
"only", that had not been in the original proposal but here emphasis has been
placed on it. I have no objection.

CHATR: That is a point to be looked after by the drafting people.

CANADA: The points I have to raise are also drafting points. There
is a typographical error on this page (page 8) in the section that reads
"borrow such currency within that country...” I believe that the word "or" has
been omitted. "or from some other source". My understanding of the meaning of
this paragraph was that if the currency was becoming scarce the fund might
attempt to borrow that currency either from the country concerned or from some
other country which had adequate holdings of the currency which was becoming
gcarce., That i1s the first point., I stand to be corrected. The second point
is perhaps more a point of substance, "but no member shall be under obligation
to lend its currency to the Fund or to approve the Fund's borrowing its cur-
rency from any other source". I raise the question whether there is not in that
form of words an implied obligation on the part of the third country's holding
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the currency which is becoming scarce to make loans to the Fund. Say "but no
member shall be under any obligation to make such loans to the Fund or to approve
the Fund's borrowing its currency from any other source".

BROWN(U.S.): May I ask Mr. Bernstein of U.S.,

MR. BERNSTEIN: First if I may revert to the point that Mr. Pazos
raised, there is the problem of drafting in connection with Section 1 and this
Section, but I should call attention to the fact that Section 1 reads that:
(Section 1, p.5, is read). It is not intended that the Fund shall necessarily
1imit its transaction to dealing with those agencies provided it deals through
such agencies. That may clarify Mr. Pazos' point somewhat. I gather this 1s
entirely correct.

I have a few more words. Perhaps the best thing is to turn it over to
the asterisk committee. In the second line of Np. 1, "propose to the member
that it lend such currency to the Fund or with the approval of the member",

I think these words are omitted "that the Fund borrow such currency within that
country” -- may be a little equivocal, maybe 1t needs another word. I think it
is intended that the loan should be made either by the Central Bank or another
fiscal agency within that country. It could also be from some other source
than the Central Bank or it would be through the fiscal agency in such a case.
I think if so interpreted it might be clear. If not, the asterisk commlittee 1is
the proper committee for it.

CHAIRMAN: Would it be the sense of the Committee that we would refer
this clause to the committee to be named to deal with these problems of wording.

NETHERLANDS: Mr. Chairman, I would like to be sure that I got the
substance there. The proposal is that the Fund may, with the consent of a
member government, borrow elther from that government or from private persons
under the jurisdiction of that government or from any other source. Is that
right? Three alternatives. I must confess that the word had been omitted from
this sentence.

BERNSTEIN(U.S.): I am not certain, Mr. Chairman, whether that might
be so. I would have to think back more leisurely to agree.

CHAIRMAN: I take it 1s agreed to refer this to the subcommittee who
will consult with Mr. Bernstein and others as to the original intention of this
proposal.

Section 5(2). The change is only a change of wording "offered by
the currency of that member with gold". Is there any discussion?

NETHERLANDS: Perhaps you are right. It is just a matter of wording.
We wanted to make sure by putting in that no country have the right to refuse
gold for its currency.

CHATRMAN: Any further discussion? I take it it would be appropriate
to link with this discussion Alternation B which is to sell gold to a member
country. I was referring to Alternative A or the alternative to sell gold, to a
member country in exchange for its currency.
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NEW ZEALAND: I think in order to protect the interests of the country
concerned it is desirable to offer (to sell ?) otherwise it is not sufficiently
clear that the country would have the option of refusing and if compared with
the clause of the previous draft, it says offer to buy currency of that country
with gold. It doesn't make it clear there that the countries permission must
be had because the country's consent must be had before the Fund must borrow
its currency. dJust a question as to whether the same provision should apply.

It is & question as to whether the Fund must offer to buy or whether it has the
right to buy.

NETHERLANDS: That is Jjust the point. We are wondering whether any
country would be in a position to refuse to sell its currency for gold, and
we are of the opinion that the gold should always be accepted. It may not work
but in other words that 1s the essence of the proposal.

CHAIRMAN: 1Is there any further comment that will make clearer the
difference between these alternatives?

NETHERLANDS: I think I see the difference and the language of Alter-
native B sufficlently expresses the difference. But even so Alternative B seems
to me very unacceptable. I think the option must remain with the country whether
or not 1t furnishes its currency to the Fund in exchange f'or gold.

CHAIRMAN: Any rurther discussion?

MEMBER (?): Might I ask the Professor how he reconciles the remarks
Just made with the provisions of 9-1 of the Joint Statement.

NETHERLANDS: It has nothing to do with any obligation on any part of
a member country to take gold, whether from the Fund or from anybody else.

MEMBER: Provisions of' the Joint Statement - there is no where any
provislon which covers an obligation on the part of any country either to sell
gold -

BRUWN (U.S). Mr. Chairman, I iaink it 1s the view of the American
Delegation Implicit in the whole agreement, the country must sell its currency
for gold or else the Fund won't work. It is a very large question. I think
it is such an important question that It would be desirable to start the
discussion tomorrow with that question.

CHATRMAN : ADJOURNED.
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COMMITTEE 2 of COMMISSIOE ! L
5:30 P.M., July 5, 1944

Part 1.

CHAIRMAN: Committee 2 will come to order. As the first order of
business I will report that our Reporting Delegate reported to the Commission
this morning, and as a result of that report Section 2 under III, paragraph (c),
the Alternatives A, B and D, on which we had not been able to agree, were referred
back to this Commlttee. We have already had a discussion cn those points, I do
not know that the participants in that discussion have either changed their minds
in the meantime or that there is additional Information or additional argument
to place before the Committee. Immediately it appears however the wish of the
Commission that we should address ourselves to the subject and try and present
a definite recommendation. I am therefore open to suggestions as to any pro-
cedure which we might adopt by means of a committee or otherwlse by which we
might follow up the wishes of the Commission,

REPRESENTATIVE OF THE FRENCH COMMITTEE: In order to save time I move
that the Chair appoint and have a Coomittee for dealing with this problem.

CHATRMAN: It has been moved by the French Representative -

DELEGATE FROM UNITED STATES: I would like to second the motion of the
French Committee.

CHAIRMAN: It has been moved and seconded that the Chalr should appoint
a Committee to consider the problem which has been referred back to 1t and
referred back to this Committee. May I take it that in the sense of this
meeting the motion is carried.

DELEGATE FROM CANADA: My. Chairman, I would like to ask permission
to make a short statement in connection with some observations I made as to
Section 2(a) regarding the conditions governing purchases for capital transfers
on page 6a. It is evident that I didn't express my meaning clearly in connec-
tion with one observation since the reporter in his admirable report to the
Commission this morning reported that I had made a certain statement which 1t
was certalnly not my intention to make. The question relates to the condition
of a country which is lmposing import control on capital movements. The matter
was raised by the representatives for Greece and Augtralia as to whether such
countries would be obliged to permit the sale of exchange for the purchase of
their exchange for capital inflow. I said at that time that 1f there were
general restrictions of capital inflow they would equally apply to capital
inflow to the Fund but if there were no such restrictions currency purchased
through the Fund would be good payment for capital inflow, In no case would
the specific consent of the country inte which capital was moving be required.
I think that this inadvertence arises purely out of my own lack of olarity
yesterday and I would ask the reporter whether he would be good enough to
correct his report to the Commission in this respect.

CHATRMAN: The matter which has been ralsed by the Delegate from
Canada seemed to be entirely a matter of the recording of what he sald and not
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of any action of the Committee and I would suggest that the reporter might amend
his report in the sense of Mr. Rasminegky's remark and I know Mr. Rasminsky would

be willing to assist in making the report accurate. At the end of the last meeting
we were engaged in a discussion of Section 4 of the Joint Statement, Alternative A
of the Code, particularly Section 2 of that Alternative, page 8. I have been
informed a number of countries, including those participating in that discussion
would like to discuss the matter informally before going on with further discussion
in the Commlttee. The matter will be taken up later in the Committee and if I

have the concurrence of the Committee we wlll pass over 1t now to permit those
Informal discussions and take up this section again at a later date. Is there any
objection? It iB soc ordered. We then pass to section 5 of the Joint Statement
which has been extensively rewritten in the proposal, Alternative A. The Alternative
reads: "Each member shall buy balances of ite currency held by another member with
currency of that member or, at the option of the member buying, with gold, if the
member selling represents either that the balances in gquestion have been currently
acquired or that thelr conversion is needed for making currency payments which are
consistent with the provisions of the Fund." May I at that point ask someone more
fully informed than I whether "currently payments" is a misprint for "current
payments”, or is it as written?

DELEGATE FROM PHILIPPINE ISLANDS: I take 1t to be a misprint.

CHATRMAN: "Currency" in the fifth line should read "current”. (Reading
continued) "This obligation shall not relate to transactions involving: (a)
capital transfers, except those transactions referred to in the aecond and third
sentences of V,1, below;" Those exceptions are on page 21 of the document.
(Reading continued) "(b) holdings of currency which have accumulated as a result
of transactlons effected before the removal by a member of reastrictions on
multilateral clearing maintained or imposed under X,2 below; or (c) the provision
of a currency which has been declared scarce under VI, above; or (d) holdings of
currency acquired as a result of dealings illegal under the exchange regulations
of the member which 1s asked to buy such currency; nor shall it apply to a member
which has ceased to be entitled to buy currencies of other members from the Fund
in exchange for its own currency. Nothing in this section shall be deemed to
modify or affect the obligation of a member under IX, 2 and 3, below.” This pro-
posal is open for discussion. Are there no comments or discussion, since this 1is
the opening proposal?

DELEGATE FROM THE PHILTPPINE ISLANDS: Probably this section will
ultimately find a place under Article 9 rather than Article 3, in that 1t seems
to me 1t might be well 1f the last sentence of this were deferred until we have
considered Article 9. I don't know if anyone will feel any obJjection to that but
it is a little difficult to see at present, This may ultimately until
we have cleared up Article 9.

MR. BROWN, UNITED STATES: There is a section (d) - "holdings of currency
acquired as a result of dealing illegal under the exchange regulations of the
member which is asked to buy such currency;". The United States would like to
suggest that in place of the words "as a result of dealings" the words "contrary to"
be inserted. I think it is a matter of drafting and I think it might be well if
that particular section or (d) be referred to the Asterisk Cormmittee. I don't want
to get too many jobs but the question which arises in the minds of the American
Delegation is that the language as 1t is phrased might be held to mean that a
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transaction comes through with & .......... The country might refuse to recognize
the obligation as to that currency. I want to make the United States’' position
that the balance passed by a country, the currency control as between the United
States and the United Kingdom, that the third country, say Czechoslovakia, couldn't
say that the transaction some year, or England couldn't say that some early trans-
action of Czechoslovakia violated the provision and I think the words “"contrary to"
in place of the words "as a result of dealing under" will clarify that situation.

CHATRMAN: As I understand the proposal of the Delegate of the United
States, it was that (d) under this section should be referred to the Asterisk
Committee with the suggestion that "contrary to" be substituted for "as a result
of dealings 1llegal under".

DELEGATE FROM UNITED STATES - MR. BROWN: So that it would then read
"holdings of currency acquired contrary to the exchange regulations”.

REPRESENTATIVE OF THE FRENCH COMMITTEE: I would like to support the
suggestion made by Officer concerning the deferment. I would mentlon
an additional reason for deferring. I think there 1s a defacto and the former text
of IX-2 because I do not see if Section (c) is applied . . .

DELEGATE FROM CANADA: I should like to'support the suggestion that this
be deferred until the consideration of line 3, I should like to extend that as a
whole to the preceding two lines - "nor shall it apply to a member which has ceased
to be entitled to buy currencies of other members from the Fund in exchange for
1ts own currency." It seems to me that there is some contradiction between the
exemption in this new sectlon 6 covering multilateral international clearing and
old section IX, 3, not to impose restrictions on payments for current international
transactions, The latter does not contain a qualification that that obligation
"not to impose such restrictions” is not to apply in the case of members which
have ceased to be entitled to buy currencies of other countries in exchange for
their own. I would, therefore, suggest that those two lines as a whole be
deferred for later conslderation.

REPORTING DELEGATE: . The Reporting Delegate would like to ask for some
clarification concerning the word "balances" in the first line of this section,
i{f 1t is in order. Which balances are those? In what cases may a country ask
the paymant {n gold for the balances it holds from another money - I mean, are the
balances left from transactions with the Fund, are they balances held from other
transactions or both. Now if it were balances held as a result of transactions
with the Fund, that would be, it seems to me, in conflict with another text on
page 12, sections 9 and 8. From this article I understand that when a country has
some currency left from the Fund or has bought rather currency from the Fund,
gurrency from the country B, the Country B must accept its own currency 1n payment
of current transactions, but this country B is not to pay in gold for that currency.
If we take Section 6, the first line as meaning balances coming from the Fund,
that means that the country B would have to rebate in gold, and you can see the
great difficulty which might arise. Let me take one illustration. Suppose that,
say Brazil, would have bought from the Fund some French france Now 1t might
happen that the actual operation might not be exactly as forecast. there might
be a balance left. Would in that case France be obligated to make payment in gold?
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REPRESENTATIVE OF THE FRENCH COMMITTEE: It is optional.
REPORTING DELEGATE: Well, anyway I would llke to have a clarification.

CHATRMAN: Will some members of the Committee clarify this point? I
hesitate to do it myself.

DELEGATE FROM HONDURAS: As far as I can ascertain it 1s the obligation
of the buyer to pay in gold. Where the option rests, the option is not with the
geller but the buyer.

DELEGATE FROM POLAND: It seems to me that the wording as 1t stands here
may certainly have the effect which the delegate from France has put forth. That
ls, the member shall buy the balances, may buy them for the currency of another
country or its optlon for gold but it is st1ll committed to buy the balances so that
if it has no currency of another country it is obligatory to pay in gold which is
in conflict with the whole program.

MR. BROWN, UNITED STATES: I would like to introduce Mr, Bernstein who
will speak.

MR. BERNSTEIN: Mr. Chairman, the provision of Section 6 must be read
with all 1ts qualifications. In the first instance it states that a member country
holding the balances of currency of another currency may sell such balances under
certain conditions specified in that first country, and in return for such balances
it will be pald its own currency, or if the buying country prefers it will be paid
in gold. What Dr. Mosse states would be true that a country holding no currency of
the selling country would have to pay in gold if it were compelled at that stage
to continue to buy that currency and had no other source of getting the other
members' currency. Presumably it has access to the Fund and can get the currency
in that way. If it has no access to the Fund, if the buying country does not have
access to the Fund, the obligation in this form terminates. That is the intention,
it seems to me, of the paragraph following a, b, ¢, d, which states, "nor shall it
apply to a member which has ceased to be entitled to buy currencies of other
members from the Fund in exchange for its own currency." That 1s the way of the
obligation with regard to the balances specified in the first paragraph with the
other members' currency may lapse, if the country that is doing the buying cannot
secure the needed currency from the Fund.

REPRESENTATIVE FROM THE FRENCH COMMITTEE. I just want to mention that
my understanding is exactly the same as Mr. Bernstein's and as some have not
understood it correctly and as you have not understood it, it may be better if the
country has the right to sell exchange to that country from the exchange from the
third country - from the second country. The reason why it has not the right to
buy from that country is because several countries object to our currency. So if
it was not posslble to put a clause stating that the Fund is to buy the currency
of the third country but the second country, it is necessary to devise a clause
which looks rather complicated explaining the conditions by which the transaction
can take place.
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dealing with the transition period that any currency is got to be used during the
transition period. I don't know that I quite understand Mr. Istel's question?

Delegate from France:

My question was whether if a country has established the full exchange control
during the transition period whether 1t is bound to satisfy the needs of any country
which has purchased its currency from the Fund in the requirements of a current
nature.

Mr. Brown: It would seem to me cbvious that the answer is "yes".
Mr. Istel - Delegate from France:

All right - I Just wanted to understand it fully.

Delegate from Norway:

It seems to me that there is a difference between A on the one hand and B and
C on the other hand. A seems to me to refer to the extraterritorial right of the
Fund and that amendment to A is that a member govermment in signing the convention
for establishing and entering into membership of the Fund will undertake to secure
by proper national legislation or by examination of existing legislation within

(?)

the degree of the extra territorial asset provided for in A. If that 1s really the
case I think the wording of A should be altered.

Delegate from Poland:

I think the same thing in regard to A, I don't think I have the same posl-
tion with B or C but with regard to A the wording seems to be unfortunate. The
accredited representative of one country, for example, to another, may be sald
to be free from restrictions. That is to say, he may move about - He has certain
rights but he is still subject to one restriction - merely a standard provision =
one that applies to all countries irrespective of the peculiarities of their
papers. Where exceptions are necessary, where particular countries require addi-
tional support from the Fund, that can be given at the Fund's discretion to any
extent that the Fund deems such support necessary. Now, the conception of the
Australian delegate seem to be that countries with a wise sesasonal movemen® in the
balance of payments would eventually meet that seasonal trend by drawing on the
Fund. This 18 not our conception of the use of the Fund. Most countries will
have substantially independent gold reserves - gold and forelgn exchange reserves
of their own, even if they are meeting a large seasonal movement. Many countries
will be able to meet that movement entirely by utilizing their own resources.
They may come to the Fund only for rather small marginal amounts. We cannot make
the standard provision cover the extreme cases of countries that have both large
seasonal moves and no independent reserves of their own. What we have put in,
therefore 1s the standard provision that applies to all countries like that with
allowance of the cases that are not - may be that provision in the form of power
to walve that provision if the Fund deems it necessary.

Delegate from United States: (Mr. Bernstein)

Mr. Chairman, we all recognize that there is considerable merit to the pro-
posal of the Delegate from France. There may, no doubt, be instances in which a
country would be permitted to use the resources of the Fund while at other times
the full rights under the conditions of the provisions would not be used.
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The question is whether the merits of this proposal are not offset by important
difficulties. In the first instance it should be noted that the concept of this
provision, Alternative A, is that in effect countries do not make use of the Fund's
resources when they are not needed. When the resources are needed, in accordance
with the provisions of the Fund, they are available. When a country is not en-
titled to acquire the resources of the Fund to purchase foreign exchange of the
Fund merely to build up vital balances to await future use because their current
needs are not fully up to the provisions in part 3. The difficulties I have in
mind, and they are, I believe, important difficulties, are thess:

Just as countries need certainty - some degree of assurance that the needs
that they will have in the near future will be met by the Fund, so the Fund needs
assurance that it will be in a position to provide the resources that will be
needed by member countries in accordance with the provisions of the Fund. If after
four years the Fund in fact may be faced by a request for the unlimited purchase of
exchange for any rate limited only by the meximum barter provisions, it may find
itself in a position where it will be pressed - a condition of uncertainty in
which 1t cannot make its own balance. We must find, of course, some balance be-
tweer certainty needed by member countries and certainty needed by member funds.

We bellieve that the provision of alternative in provision A, calling for use of
resources as need but limited to 25% a year provides that necessary balance.

The second difficulty, in some respects, holds up the first. We all know that
Alternative A representa a common view of many of the technical experts who have
been studying this question. It would be a mistake to conceive of this provision
3 as the provision of the United States technical experts. It has in & sense the
full force of the opinion of all experts whose discussion is found in the Joint
Statement. That is not to say that every technical expert agreed with that par-
ticular provision but it 1s more than one country and more than two countries. In
the course of finding a common view it was clear from the beginning that if the
Fund is to avoid the continuous exercise of authority on the sale of exchange it
must somehow have what we may call "rules of thumb" - a reasonable basis for pro-
ceeding with the assumption that the use of the Fund's resources is being limited
to the purposes and the provisions of the Fund. If this quantitative limitation
of 25% of the quota in a 12-month period is modified or withdrawn it seems to me
unavoldable that we will have to restore to the Fund a balancing provision which
will give the Fund an opportunity of examining from time to time whether the use
of the Fund's resources are not excessive and are at a rate whick will cause dis-
equilibria. The disturbance of this balance of and obligations leads
only to the taking of further steps which are undesirable to others and which
should be avoided as far as possible. If the Fund is to depend on the concept that
some quantitative use is a measure of reasonable access to the resources of the
Fund 1t will not be possible to modify provision 3 in such a way as to open up
after a stated period the purchase of as much exchange as the country is prepared
to use without submitting that to the discretion of the Fund somehow. For these
reasons I feel it would be a mistake to relax provision 3 to take account of the
very reasonable point that the delegate from France has made. That can fully be
taken care of in the wailver provision of this Alternative.

Delegate from

Mr. Chairman: As far as I can hear them, the arguments which are given by
Mr. Bernstein - there is one thing which I must say does not answer our purpose.
It 1s the 1dea of a waiver. I do not see hov the possibility of waiver by the
Fund does protect the country which does not know any difficulties - whether they
will receive that waiver and in the absence of knowledge will take the protection
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each year to draw what is reasonable in order to be assured of its requirements of
the future - in order to be assured of the possibility of having success in the Fund.
I quite agree with the idea that the resources of the Fund should be used exclusive -
ly as temporary nature and that therefore provisions mist be made and should be

made if the principle of carry-over is accepted whereby a country which would use
for more than 2 years up to the extent of 150% as an average, whose currency 1s

more than 50% of its quota for more than 2 years. I think 1t would be quite normal
whereby outside of penalty of interest the Fund can request the country to take

such measure as to reduce the amount of currency. I must confess I have been un-
able to find satisfactory wording. I suppose the wording similar to the one sug-
gested in A concerning ineligibility to the resources of the Fund. Of course, an
amendment of that kind has records(?) that binds after a period of four years. I
think it is also proper to afford us something whereby a country cannot at any

time ask 200% if that country has had 200% previously.

Delegate from United Kingdom:

My delegation is by no means lacking in sympathy with the condition of those
countries which, whether because of their dependence on particular crops or for
other reasons find that their end 1s particularly heavy in particular years, but we
do feel that their difficulties ought to be sufficiently looked after by the dis-
cretionary powers vested in the Fund under Section 4 in Alternative A and by the
practice which we hope of continuous consultation between members and Fund about
their prospective troubles and difficulties and we do feel, therefore, that the
1imitations which are set out in Section 3 of Alternative A are desirable and in-
deed necessary if the Fund 1s to be assursd of being always in the position to ful-
f111 the heavy obligations which are going to be laid upon them.

Chairman: Unless the Committee feels otherwise, I think that the views of
this clause have been fully expressed except I would ask Mr. Melville of Australia
if he wishes to add any further statement.

Delegate from Australia, Mr. Melville:

T should like to refer to some points made in obJection to Alternative B and
D. The first point is in Mr, Gard?? comment there was implicit suggestion that
the countries would have reserves outside the Fund on which they can draw. That 1s
by no means certain. It 1s by no means certain that the end of the war the coun-
tries I have in mind will have reserves outside the Fund on which they can draw.
If they have not and if this Fund implies that 1t will not work unless they have
reserves outside the Fund then the creation of the Fund inevitably imposes on those
countries the duty of building up large reserves outslde the Fund's. We cannot
discuss this satisfactorily until we know more about quotas. I think this Com-
mittee should consider very carefully what the implications are of forcing coun-
tries to build up large reserves outside the Fund. It seems to me that would,
to some extent, be inconsistent with the purposes of the Fund. The purpose 1s to
provide countries with working balances. If Mr. Gard ?? impression of the Fund
is right, member countries must get their working balances outside the Fund and
look to the Fund to provide them with resources only in exceptional circumstances.

Second point - whether the power of the Fund to waive conditlons is really
satisfactory - If, of course, the need for walving conditions of the Fund is only
required in exceptional circumstances occasionally, then I would agree that this
provision would be satisfactory - It can deal with that type of case quite satls-
factorily but as I see the operation of the Fund in its application to some
countries it will not be at all exceptional for a country to request the Fund for
a walving of those conditions. I think it 1s most unsatisfactory for a country
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to be placed in that uncertain position to have to ask that the limit of 25% be
walved. That does not seem to be a very satisfactory method of procedure or a
condition which govermment would feel at all happy to place themselves. I want to
make this point - I was referring not only to ordinary seascnal fluctuation - not
merely to the trend of events during one portion of the year. Agricultural funds
are affected far more by fluctuation in prices which are constantly going on - more
so through the business cycle than other times. Fluctuations in prices are quite
customary and these fluctuations do affect thelr balance of payments during the
course of the year or few years and it is that sort of movement that would make re-
quests for waiver of conditions which I think is unsatisfactory.

Delegate from Mexico:

Mexico, as a producer of raw materials, should be in favour of Alternative B
presented by France but there are considerations which have made us modify that
apparently obvious attitude. On the matter of principle we believe that each
country has to consider itself both as a debtor and creditor of the Fund. As a
debtor, of course, Alternative D is favourable to Mexico, but are we sure that Al-
ternative D covers sufficiently all the risks which all of us are undertaking as
creditors and as sharsholders of the Fund. A situation might arise if we are too
liberal, that a country normally a debtor country would become a creditor position
but when the time comes for that same country to ask the assistance of the Fund,
if the Fund has been too liberal, it might be possible that its resources of vital
or important currencies would have been exhausted. Also, there is another argument
which we would like to underline. If the Fund carries its transactions with a
conservative spirit then its reputation in world capital markets would certainly
be better. Conservative handling of the Fund's resources may be in the long run
much more favourable to the countries which are normally debtor countries.

Delegate from New Zealand:

As a delegate from a country which is very largely dependent upon the export
of primary production, I should like to associate my delegation with the Brazilian
and the French delegations and Australian delegation. New Zealand is a country
first llable to fluctuations from time to time in great amounts and prices --- The
points raised as to the provision for flexibility and waiving of clause 1 -- but on
the other hand that does not seem to cover sufficiently the point which 1s one of
the obJects of the Fund - the confidence to make use of the Fund - whereas I recog-
nize the points that 1s made that Clause D that if Clause D replaces the clause
which is already in the Joint Statement 1t places the Fund in the position of not
having quite the same protection. On the other hand I think we can rely on the
caution of the Fund just as much as we can rely on the generosity of the Fund in
order that countries dependent on the export of primary products can use the Fund
in the ordinary course. I feel in any event it will be helpful to have the clause
inserted in consldering the waiving of these restrictions. Due regard would be
had to special conditions of those countries which are dependent very largely on
external trade.

Delegate from South Africa:

I find myself unable to support either of these Alternatives. I would draw
the attention of the Committee to this point. - It is a big thing indeed which is
proposed here that a country can go to the Fund and have a certaln overdraft
without too much investigation as to its proper financial position. That is a
big advantage- That advantage you can only maintain if you establish what would be
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in the opinion of the countries which have funds.- That figure of 25% is under -

33% woulld be just as good figure - But I should say it does suggest that we do

not put any unnecessary strain on this machinery we are trying to build. Increasing
strain may put the Fund into the difficult position of increasing obligations. From
25 to 33 1/3% is a wrong move. As far as the proposal of the French delegation is
concerned for the carry-over, I would like to draw attention to a fact which we

must foresee. ILet us hope, at least for the first few years of the Fund, there

will be a number of countries who will not require the help of the Fund. But we
cannot hope that there will not come the time of increasing the number of coun-
tries. Let us say that this period of four years takes us up to the maximum. For
every country which has not used any of its resources in the past you will have a
country that can immediately come to the Fund for 100% quota. You are going to

have a rush on the Fund. I repeat my point that we want to start, but on a very
conservative basis. Provision made in the original draft for a waiver provision
will have to be exercised very carefully in a period such as the one which I have
Just reviewed when a large number of countries will have to come to the Fund for
assistance. It may not be possible at that time to help all the countries.

Adjourned at 1:00 PM
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Committee 2 of Commission 1
July 5, 1944 - Part 2.

Afternoon Sesaion

Chairman: Is there further discussion of the viewpoints?
Delegate from Canada:

I should like to ask a question of qualification. Is it the intention that
the application of multilateral convertibility of currency has a general applica-
tion - 18 one which lapses when the country has used up 1te quota?

Chairman: Can Mr. Bernstein answer that question?

Mr, Bernstein: I gather that Mr. Rasminsky is not inquiring as to what I like
but as to what the provision states. The provision states that the application in
this form lapses. Mr. Rrbertson has asked us to postpone the discussion of the
section reading "nothing in this section shall be deemed to modify or affect the
obligation of a member under 9(2) and (3) of the Joint Statement." I think
the question that Mr. Rasminsky has asked is the reconciliation of this provision
with other obligations of member countries as stated in that article of the Joint
Statement. As the document reads it is Intended in effect to temminate the
cbligations of a country to sell - to buy, I mean - its own currency from other
countries in the form stated here. I can see no great advantage in going into a
long and detailed discussion of that point. If a country's access to the Fund has
ceased - if it has inadequate resources in its Judgment to maintain this type of
repurchase - that is until we have had some opportunity to discuse 9(2) and (3) of
the Joint Statement in the later provisions of this document.

Chairman: May I state what I gather from this discussion - namely, that
Alternative A 1s acceptable to the Committee down to and including A. With respect
to D 1t 1s suggested that it be referred to our asterisk committee with the
suggestion that the words "as a result in dealing in legal language" be replaced
by the words "contrary to" and that the last clause of that paragraph following the
paragraph No. D, that our consideration of that should be deferred until con-
slderation has been given to the later paragraph dealing with the later section
dealing with the multilateral application and consideration of the final sentence
should be deferred until consideration has been given to 9(2) and (3).

Delegate from

I do feel that it might be a very queer situation if the Committee were to
approve down to the end of (b) and to defer the two following lines because they
do really govern the whole of the sentence. They are an integral part of which
many people would not be willing to accept the rest of the section and then be
guite clear that the last two lines, the two lines after D, were an integral part
of the whole story whereas my suggestion for deferment was a tightening-up the
relation was to be made between this section and Article 9. I think this further
suggestion of deferring these two lines is a dangerous one because it means a
complete gap of the whole provision and makes nonsense of the whole section. I
hope the delegation would not press these lines to be deferred.
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Delegate from Canada:

I agree there is a great deal of substance in what Mr. Robinson has said. On
the other hand this is the coming decision of this whole plan and -- by deferring
consideration of this entire article until sections 9(2) and (3) have been
consldered.

Chairman: That would seem to be the logical outcome of this discussion.
Delegate from

Mr. Chairman, I want to emphasize the point raised by Mr. Robinson. I think
many members of this Committee would not be inclined to agree to Clauses A, B
and C unless the other provisions of this section would also be agreed to.

Delegate from

A question of order - Is it intended that this point - this last sentence -
should be left to another committee?

Chairman: No, I understood the suggestion to be merely that we should defer
our discussion until it would be discussed in connection with this latter clause.

Delegate from
This Committee would discuss then Article 97

Chairman: There perhaps the difficult has arisen. There are articles 9(2)
and 9(3) which do not come under this Conmittee. They come under Committee l.
However, in two or three instances these cross-references which are difficult to
deal with - Is it the wish of the Committee that we defer consideration of the
whole section to Committee 1 and Committee 1 deal with it or shall we draw
attention to the Commission -- My understanding of the difficulty with respect to
the last clause we have referred to is that it could not be fully discussed without
discussing the substance of these later sections.

Mr. Brown, delegate of U.S. introduces Mr. Bernstein.
Mr. Bernstein:

Mr. Chairman, I regret that in the process of dividing the work with the hope
of equilizing somewhat the tasks before the different Comnmittees, the Secretariat
thought it might be helpful to give the Committee that deals with purposes at the
gsame time the provisions on obligation of member countries. In my opinion 1t is
of the utmost importance that this provision "multilateral international clearing"
be retained in this Committee. In many respects the whole of the operations
section of thies document depends upon the proper understanding of this section
and my suggestion would be that the secretary of this Committee arrange with the
gsecretary of the Commission some proper assignment of the sections of Article 9
that are concerned with multilateral clearing - perhaps arranging to have them
transferred for consideration by this Committee.

Chairman: Is that suggestion acceptable to the Committee? Hearing no
objections, I take it that it is. Is it then further acceptable to the Committee
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we defer any further discussion of section 6 until it can be discussed in the light
of the later sectlons which we hope can be brought before you.

Delegate from

In an alternative possibility that a Joint session of this Committee and
No. 1 Committee which I understand has an overwhelming amount of material at the
moment would take place tomorrow morning.

Chairman: Is there any support to that suggestion? May I take it then that
the other suggestion we tried to arrange for the transfer of this consideration
for the conslderation of this Committee should be - we should try and arrange that
transfer of thie clause in section 9 which should be considered here and that we
defer discussion until we can take them both together. There being no obJjection
I take that to be the view of the Committee. As to section 6 of the Joint State-
ment, a member country desiring to obtain directly or indirectly currency of a
member country for gold, 1s accepted provided it can do so with equal advantage
to secure the currency by sale of gold to the Fund. (reads). It is proposed to
replace that by section 7 headed Acquisition by Member of the Currency of Other
Members for Gold. (Reads that section) Section is marked as 1 in which there
are changes of words rather than substance. Are there any comments? There is no
comment. May I take it the Committee is agreed in improving A. I take that is
the view of the Committee. Section 7 of the Joint Statement which I note there
has been an Alternative B, C and D proposed to certain clauses. The alternative
A is to be submitted later, Is it the wish of the Committee to discuss these
other Alternatives in the absence of Alternative A or defer discussion relating
to this part?

Delegate from United States:

Mr. Chairman, I suggest that discussion of Alternatives B, C and D be post-
poned until Alternative A is submitted, which the United States expects to do
shortly. It has been the subject of some discussion among the experts. It is
absolutely impossible to understand B, C or D except in connection with alternative
A which I regret is not here but which is thought of great service to this dis-
cussion.

Chairman. That would seem to me to be the procedure which we should adopt.
Is there any objection? If not, we will pass on to page 12 of the documesnt in
which there is a suggestion for an additional section to article 3, Alternative A,
section 9, transferability, etc. (reads the section). Is there any discussion of
this proposal?

Delegate from

I would 1like someone to explain it, Mr. Chairman.

Chalrman: Do you volunteer to explain the proposal Mr. Brown?

Mr. Brown: Section A - All assets of the Fund shall, to the extent etc
(reads the section).. seems to me to go with the general article which deals with

the operation of the Fund. It might be contended that it is covered by later
sectlons regarding immunities of the Fund. Obviously, if the currency required
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by the Fund cannot be used to carry out current transactions - to carry out the
operation prescribed by this agreement - which altogether relate to current
payments. - Unless that currency is free from any special restrictions or regula-
tions or control by any members, the Fund won't work. That is the reason for the
insertion of C. B is to the same general effect, As restated current account
obligations can be settled in currency purchased from the Fund and it is intended
to apply either before or after suspension or withdrawal. Otherwise members of

the Fund who would have a credit balance would be unable to use the currency of the
nations having an overdraft on the Fund in the event of any trouble. Section C
reads (reads section C). The earlier section of the article provides that the Fund
shall actually - to keep the currency of each member in the Central Bank of that
country if it has one or with the Treasury or some similar financlal institution
designated by the member country. It was explained that some nations fortunately
or unfortunately, have no Central Bank, the United States being one of them. In
many cases the Central Banks or other depositories are not under government control
but if a nation designates a corporation within its limits as a depository, a

bank. If no option to keep this money in such bank so designated, 1t seems to me
obvious that the nation guaranteeing the Bank should guarantee the solvency in
which the funds of that country are held.

Delegate from France: -

May I ask clarification of a vital point? Does section D apply also during
the transition period

Chairman: Any member answer the French delegate's question which is, as I
understand - whether B as proposed here would apply during the transition period
when a member has established a closer exchange control.

Mr. Brown: Obviously, Mr. Chairman, if the currency is purchased from the
Fund and it is put in by the member nation then the restrictions dealing with
Article 10 dealing with the transition period that any currency is got to be used
during the transition period. I don't know that I quite understand Mr. Istel's
question?

Delegate from France:

My question was whether if a country has established the full exchange control
during the transition period whether it is bound to satisfy the needs of any
country which has purchased its currency from the Fund in the requirements of a
current nature.

Mr. Brown: It would seem to me obvious that the answer is "yes".

Mr. Istel - Delegate from France:

All right - I just wanted to understand it fully.

Delegate from Norway:

It seems to me that there is a difference between A on the one hand and B
and C on the other hand. A seems to me to refer to the extra-territorial right of
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the Fund and that amendment to A is that a member govermment in signing the
convention for establlshing and entering into membership of the Fund will undertake
to secure by proper national legislation or by examination of existing legislation
within the degree of the extra-territorial assets provided for in A. If that is
really the case I think the wording of A should be altered.

Delegate from Poland:

I think the same thing in regard to A. I don't think I have the same position
with B or C but with regard to A the wording seems to be unfortunate. The
accredited representative of one country, for example, to another, may be said to
be free from restrictions. That is to say, he may move about. - He has certain
rights but he is still subject to one restriction - that is, he has to carry a
document to show who he is. The same thing 1s true in a country maintaining
exchange control. It makes exchange control impossible. Anyone can come along
and say "This 1s currency belonging to the Fund and I am free from restrictions.”
That obviously is not the intent I think the draft wants put out. It naturally
has to confirm whatever regulations there are to show intent, but having done that,
that money should then be frees to leave the country. I think that is all that is
intended. I think that section A, as the gentleman from Norway stated, should be
referred to the Asterisk Committee for improvement in drafting.

Chalrman: Is there any further comment?
Delegate from France:

A further question, Mr. Chairman. I suppose B reads "expressed in this
currency"'. For instance, if the currency was expressed in gold, I suppose it
applies . . .

Chairman:

May I ask Mr Brown to answer Mr. Istel? Mr. Brown, we are perfectly willing
that it be referred to the Asterisk Committee, as long as there is a question of
difference of meaning 1t should be discussed.

Mr. Bernstein: I think it was intended when section 9 B was provided that
it should be referred to the Asterisk Committee - That was really the intention in
the drafting of 9B. The reason is that the drafters of this provision had great
difficulty in making clear their purpose. They elso had great difficulty in
finding the technique for achieving their purpose. Provision B is intended to
cover cases of this sort. In the firgt instance in some countries 1t 1s quite
conceivable that all international transactions will take place in a currency
other than their own. This may be true of state trading countries - it may be
true of countries whose currencies have very limited use in international trans-
action., If in those instances a country should have a favourable balance of
payments on current account it would be difficult if not impossible that a
passive Fund should utilize the subscription of that country for the purposes of
the Fund. That is in financing a favourable current balance with that country.
The answer, therefore, to Mr. Istel's question is this - This provision 1is
intended to assure the Fund that the resources subscribed by member countries are
all usable for the purposes of the Fund in practice. Exchange regulations need
not be in any way involved though they may be. These resources are not useful in
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practice and consequently as stated, an obligation to, say France, the Government
of France, by the Government of another country, however that obligation is
expressed, would be dischargeable if it were a current account obligation by a
tendering of francs which were sold by the Fund for the purpose. It 1s not intend-
ed, of course, to cover non-current account transactions since the Fund is not
designed for this other purpcse,

Delegate from Canada:

On the very last point mentioned by Mr. Bernmstein, to the extent that the Fund
does sell foreign exchange for current account transactions, I would take it that
currency purchased by the Fund would also be good -- and I suggest that question
which is related to section 2-A which was discussed yesterday should also be con-
gidered by the Asterisk Committee.

Mr. Bernstein: That was a slip on my part. We have corrected that since the
broadening of that concept.

Chairman: We are told that it was th® intention of Alternative A that 1t be
resubmitted to another committee on the matter of wording. I take it the committee
1s willing to do that. Before we do so, are there any other views on matters of
substance, if any - We will commit this section to our Asterisk Commlttee - What
18 needed there is not merely verbal change but clarification of the real substance
of the section. Before passing on to the next page, there are two matters which
I might properly take up. They are in the Agenda but they escaped my attention.
Since yesterday there have been two alternatives proposed to earlier clauses in
this document. The first was circulated in this morning's distribution is an
Alternative E to section 2 of the Joint document, or rather an addition to that
section which I believe was put forward by the delegation from Mexico. Is it the
wish of the Committee to discuss this now or do they wish further time for con-
gsideration of it. In other words, have they had ample time to read the alternative.

Delegate from Brazil: I would like to inform the Committee that the Brazilian
delegation has submitted an Alternative draft of section 3, number 5, 6 and 7 which
however is consequential to an earlier change to the second part of the draft of
the Joint Statement.

Chairman: That proposal I take it will be clrculated?
Delegate from Brazil: I believe so, tomorrow.

Chairman: Is there any objJection to discussion now of this Alternative 2 -
page 6-D which was circulated this morning? My only reason for asking is in case
members did not come prepared.

Delegate from

Sir, Before you invite discussion, may I ask whether the work of this pro-
posed addition is in order. It talks about a silver holding - Does that mean the
silver-holding country?

Delegate from Mexico:

In reply to the answer by Sir ? we mean by silver holding country a country
which has more silver count in circulation - more silver accounts than token
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UNITED NATIONS MONETARY AND FINANCIAL CONFERENCE
Committee IIT of Commission I

Hemicycle Room, Mount Washington
Hotel, Bretton Woods, New Hampshire
July 4, 1944

Stenographic report by:
Mary E. Fitchett

Mr. Bryan: Dr. Boucas will preside. The chalirman is temporarily detained.
We are going to continue our work of this morning.

Chairman: The secretary understands that we have completed Section 1 through
(¢), and that in accordance with the rule of proceeding, subsectlon by subsectlion,
we are now on Section 1(d), found on page 24a of the draft document that you have.
Subsection (d) reads:

"The Board may by regulation establish a procedure whereby the Executive
Directors, when they deem such action to be in the best interests of the Fund,
may obtain a vote of the governors on a specific question in lleu of calling &
meeting of the Board."

Discussion is open.

MR, MACHADO: I would like to ask just what is meant by this section. What
would be considered a suitable procedure? Would that be construed as far as to
eliminate the annual report?

Reporting Delegate: There is a 100 percent probability that the Board
wouldn't give such a regulation, but I don't think the Board Board would be en-
titled to give such a regulation. There may be secondary rules and regulations to
indicate whether the Executive Committee may do that.

MR. MACHADO: How about the occasion of a special meeting called at the re-
quest of one-fourth of the members of five nations, would that procedure sub-
stitute the holding of such meeting or---

LUXFORD: Ae I would read the provision as a whole, it would be my under-
standing that by no means might & meeting requested by five of the members be
supplanted by any polling of the Board of Governors. There may be minor issues on
which the Executive Directors would 1ike to get the advice of the Board and rather
than calling them from all over the world, they might do 1t by cable, for instance.

CHAIRMAN: Do any other delegates want to present any suggestion? If not,
we will pass immediately to the (e). Will the Secretary be kind enough to read
(e)?

SECRETARY: "Governors and alternates shall serve as such without compensation
from the Fund, but the Fund shall pay such reagsonable expenses as are incurred by
the governors and alternates in attending any meetings.”
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CHATRMAN: Discussion is open. No objection? Then we go to the following.
The Secretary wlll read Joint Statement VII, 1,

(The Secretary read, JOINT STATEMENT VII, 1, Alternative A. Section 2, The
Executive Directors.)

CHAIRMAN:? I want to report here. I see we have Alternative A and B, and they
are very long ones, and I think it will be best for us to read A now.

(2) We find it rather difficult to consider the significance of the sug-
gestions here in Alternative A regarding the number of permanent seats on the
Executive Committee without knowledge of what the quota structure is going to de.
Similarly, it is difficult also with respect to what follows, to consider the sig-
nificance of the method of electing the remaining delegates without knowing what the
structure of the quotas will be. Therefore, I would like to suggest to the Chalrmen
that we postpone the consideration of those two points until we have more knowledge
of what the structure of the quotas will be. That will be undertaken by another
committee. It is only with respect to those two points. I think the remaining
material in these suggestions are not affected.

CHATRMAN: What are the two points?

(22) The number of permanent seats on the Executive Committee. and the
method of electing the remaining members of the Executive Committee.

THE DELEGATE FROM BELGIUM: I second the motion made for the very reasons
expressed by the member from

CHATRMAN: Well, we will suggest the motion by the Delegate from
seconded by . Any suggestions will be welcome, because we are making
some important work for the benefit of our countries, so I wnnt everything to be
free.

THE DELEGATE FROM CUBA: Mr. Chairman, perhaps I do not understand exactly
what was said by the distinguished gentleman who preceded me. It seems to me
that it might be very helpful to read through these two proposals because they
approach the question of the number of directors in the Executive Committee and the
method of election from two different angles, and regardless of what the position
of our quotas may be, I think there is a principle involved in the two
separate sections. It would be very helpful I think and would save time to read
the two proposals.

(2): I agree. They are quite complicated, particularly on the manner of
election and we are prepared to offer some written amendment, certain suggestions
that perhaps might be considered by & subcommittee and might help in bringing the
general committee a direction that might help us to get on quicker. I would there-
fore request the Chair, 1f it is proper, to have the two alternatives read.

CHATRMAN: So I urderstand the delegate from Cuba would propose to read all
of them.

DELEGATE FROM CUBA: Both and have a discussion and to the principles involved.
DELEGATE FROM UNITED KINGDOM: These are very long discussions. I am not sure

that we wlll be any nearer the discussion of the principles merely by having them
read. I think the delegate from Cuba has ralsed a very important point. I think




17

that we might discuss this without having the formality of having this read.

ASSISTANT SECRETARY: Mr. Chairman, I understood the delegate from the United
Kingdom to propose that we dispense with the reading and discuss the provision.
I dldn't know whether any action had been taken on that,

DELEGATE FROM UNITED KINGDOM: That was what I suggested, and I thought that
the delegate from Cuba accepted that amendment to the discussion.

CHATRMAN: We have been discussing the letter (a) of Section 2.

THE DELEGATE FROM CUBA: Mr, Chairman, at this point I would like to suggest,
Alternative A and B, in regard to the Executive Directors, that they be increased
from 12 to 15, in order to enable the smaller nations to have a larger representa-
tion, and T would also suggest that the principle of distribution of geographic ar-
rangements be adopted and be referred to a subcommittee to report with proper legal
phraseology to cover that point. It seems to me that in order to have this further
work properly, all geographical areas should be represented in that Fund, and a
method of election of Directors should be adopted that would assure such geographic
distribution. It seems to me that the big monetary powers would retain the right to
veto, safeguard, but we do feel that the benefit of advice of Executive Directors
from wide parts of the world would be effective in carrying out more efficlently--

and refer to the subcommittee in order to bring a complete proposal to the Commission

at the next meeting.

ASSISTANT SECRETARY: I would like to discuss the provisions of Alternative A
before we focus on & proposal to commit any part of this to some special amending
process. I think that it would be in order to outline in general what was intended
by Alternative A, so that all here will agree on what was the purpose of this al-
ternative. As we turn to Section 2, and keeping in mind this morning that we dis-
cussed in great detail the fact that the Board of Governors 1s, so to speak, the
plenary sesslon, or the plenary body, holding all powers under the Fund, and that
in turn they may delegate certain round powers to an operating group. In other
words, as was stated this morning by a number of the delegates, it is not possible
for a group of 45 or 50 countries represented by members to operate and manage a
fund. They by all means should decide and form the policies, but if you must have
a smaller operating group, and that is designated in Alternative A, the Executive
Directors. Now the thought of paragraph (a) under Section 2 1s that there should
be around 12 Executive Directors. No one is arguing at this point whether there
be eight or thirteen or something like that. It is the principle of a smaller
number of directors who shall be responsible for the day-to-day operations of the
Fund, operating, of course, under the authority vested in them by the Board of
Delegates.

The question then comes up, assuming that you are going to have a small board
who are going to handle the day-to-day operations, of who should comprise that
group. Alternative A proposes, again for purposes of discussion, that you should
first take the General Manager, that is the man who 1s going to be responsible for
the actual administration in a technical sense to the operations of the
Fund. The General Manager should, of course, be on the Executive Directorate, but
he is golng to be the man with the fullest knowledge of the day-to-day problems.
Then it is suggested that the five member countries having the largest quotas
should have seats on the Executive Directorate group. Finally it is proposed that
there be approximately six other seats on that Executive Directorate, and that those
seats should be chosen from the Governors who do not have a position on the
Executive Directorate as a matter of right. To illustrate concretely, you will have




18

the countries with the five largest quotas naming specific men to be members of
Executive Directors. Then the balance of the countries without any information or
power to vote on the part of who name a specific man, shall themselves decide who
the other six members will be. Again I say, six is only being used as an example,
and without any effort to argue six or seven or five. This proposal also
contemplates that perhaps the business of the Fund during the first three years at
least will be so heavy as to make it wise that the Executive Directors remain at
the head office at all times for the first three years. Again, that is for every-
one here to decide, whether that is a good 1dea, the only thought being that in the
transition period, in particular when we all realize the difficulties that will
confront the world, and the contest In the monetary field, that it would be very
fortunate If you would have the Fund in a position to act and act at once on the
measures that are bound to be raised by the respective members. If someone else
wants to say we can achieve the same result by having them available on twenty-four
hours' notice, fine. We won't try to argue whether they constantly remain in one
place. but we do want them there to handle the business when it comes up, and not
have to wait weeks. When for instance, some country wants a change in rate, they
should be available to act.

Then there is following that a provision that each Executive Director may have
his alternate who will be his alternate on the Board of Governors. Now that again
is to glve us flexibility. I think we all realize the physical impossibility for a
director to be constantly out of his own country and in attendance at a meeting, so
we provided that his alternate might serve in his absence, so that you may always
have avallable at the head office of the Fund the necessary members to handle the
decisions that will come up.

Now, in recognition of the fact that you will have, whether you call it fifteen
membere on the Board of Governors or five or ten or twelve, you never are going to
have all the countries represented on that Board of Governors. That being so, the
second paragraph of (a) attempts to remedy that problem, so that at least each
country shalil have the right to be present when the Board of Governors is consider-
ing business directly affecting that country. To illustrate: Suppose one of the
countries not having a representative on the Executive Directorate wants to have a
change in rate. This paragraph would permit the director or some other representa-
tive of that country to be present and to argue fully the case of his country before
the Executive Directors when that matter is being considered by the Executive Direct-
orate. That would also apply in any other case in which a problem of serious and
vital concern to a particular country is before the Executive Directors. At that
point they should have an opportunity to present their position to the Executive
Directorate.

I believe that that covers all of Section (a). Now I gathered from the dis-
cugsion by the delegate from Cuba that some of the problems that he would like to
raise go beyond Part (a). For that reason I would like the Chair's permission to
develop the whole of Part (a).. I will attempt to avold getting into the niceties
of how many seats there will be on this Directorate, any precilse method of voting.
It 1s the principles that I would 1like to develop.

Part(b) spelle out a technique for the voting., I could spend a great deal of
this time indicating the technique suggested here, but I think that there is a
principle involved that can be spelled out much more quickly. I have already in-
dicated that five members of the Executive Directorate would represent the countries
with the five largest quotas. I have also indicated that one other man, the General
Manager, would have an ex officlo position on the Executive Directorate. You then
have the question of how do you name from the balance of the countries those persons
who are to represent them on the Executive Directorate.
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Now the proposal here, in short, is that every country will have the opportu-
nity to name or cooperate in naming a specific man, a specific Executive Director,
who will be answerable in a broad sense to that country or group of countries. If
I might turn to the suggestion of the from Cuba that there should be geographical
representation, I would suggest that this will permit the achievement of that very
end, namely, that any group of countries who can control twelve or fifteen percent
of the votes, after you have cut off the five countries who name a man by virtue
of their possession of the highest quotas, the balance, any country or group of
countries that can work together, will say, we would like to have a man represent
our interests that will have complete power to name a man on this Executive
Directorate. Now as to whether that should be always geographical, I do not know
whether that will always be the best committee. I suggest that in many cases it
will be, and this technique will allow that. On the other hand countries which
may not be geographically assoclated together may have economic interest that may
be assoclated. They may be on two sides of the world, and rather than put me side
by slde of a country that just happens to be beside me, I would rather pool my
votes with a country that may have the same economic interests that I do. This
would permit those two countries to pull together and name a member to the Execu-
tive Directorate.

I would like to touch on the remaining problem of voting on the Executive
Directorate as contemplated in Alternative A, and again, I will give you principles,
rather than detalls. What 1s contemplated is strictly in accordance with the pro-
vision of the Joint Statement, that if I may refer back now to Joint Statement VII,
1l,---T believe that I am confused -- I can call your attention though to the pro-
vision that I have in mind, namely, that voting on the Executive Committee shall be
closely related to your quota, and it was with that end in view that we attempted to
write language that would produce that result. I am informed that that is VII, 2,
of the Joint Statemsnt which reads:

(Statement read here.)

Therefore the problem is one of seeing that each Executive Director represents

or has the power to vote the votes to which the countries which named him are en-
titled under the quota system. This document contemplates that that would be done
in the following way:

The five countries which are ex officio, so to speak, represented on the
Executive Directorate, namely the five who by virtue of having the highest quotas,
have automatic representation on the Executive Directorate would be entitled to vote
their quotas plus for country vote. For instance, if the country was en-
titled to vote 500 votes on the Board of Governors, that country would also be en-
titled to vote 500 votes of the Executive Directorate. That takes care then of the
first five members of the Executive Directorate, The problem remaining is what
shall be the vote of the six members that are elected and the anawer there 1s the
same, namely, that after countries agree on who they want, the group of countries
wants, to designate as thelr representative on the Executive Directorate, the Exec-
utive Directors shall then be entitled to cast the votes of that group of countries.
Finally, the general manager has an ex officlo position on the Executive Directorate
and 1t would be his position tc vote. He is simply the presiding member of the
Executive Directorate.

The last provision, (d), simply provides that the Executive Directorate may
appoint such further committees as they may deem desirable, and that they need not
be comprised entirely of Governors and alternates. In other words, the Executive
Directorate may want to appoint technicians to consider problems of rate and
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similar problems.
CHATRMAN: I thank you very much.

MR. BEYAN, NETHERLANDS: Mr. Chairman, I understood that you declded, and I
think wisely declided, that we should discuss Alternative A and B at the same time.
I say this 1s a wise decision because it is quite impossible to have any opinion on
any sort of rules about Executive Directors unless one tries to visualize what sort
of *an institution this fund will be. Now, when I listen to many people discussing
the importance of voting rights, I fear that many people have a conception of this
Fund which in practice would not work, or would be, to say the least, disastrous.
This Fund is meant to create and maintain in the world healthy and, as far as
possible, stable financial and monetary conditions. Now, if we imagine that this
fund would succeed in doing that, when we assume that there would be a continuous
number of cases brought up to it about which there would be voting, I think we
would be sadly mistaken. If, in the future of this Fund, voting would play an
enormous part, the Fund would be a complete failure. We would be in the same
position as parents who are so afraid of the health of theilr children that they
have the doctor living on the premises, with the consequence that healthy children
would become crippled and diseased persons for the rest of their lives. What can
this Fund do? This Fund must try to be, first of all, a center of concentration
amongst the monetary authorities of the world, because only if it is
that the countries of the world cooperate in the monetary, there is any chance
that it can maintain a healthy monetary condition. Let us not forget gentlemen
that evaluation is not a thing that comes on the surface from one day or another.
Now if we imagine that this principle of evaluation can be solved just by voting,
and that it will depend on our voting, I think that we will just fool ourselves.

If anyone knows anything about the history of finance, 1f there 1s a case where
evaluations is the only way out, then we will just have to accept it. If there 1s
a case where the vote is not accepted, the member will just quit. If this Fund 1s
going to have any meaning, and it is important that it have a meaning for the
benef'it of the world, then it should be a center of concentration. It depends en-
tirely on the sort of people who will be the Executive Board, and secondarily the
way these people can deal with those who are not continuously present. We cannot
do any good by having on that Board people who will devote their lives to sitting
in the country where 1t happens to be the seat of the Fund, who will not play

any part in the financial 1ife of their country. It is not any good for the pur-
poses of this Fund to have a Board of high officilals. What we want on this board
1s to have on this Fund the highest monetary officials of the countries and they
could be in residence in their own countries, and be not continuous residents in
the city of the central bank, because it 1s no good saying these people will sit
here and study economics. I have the greatest admiration for economists, but theilr
work 1s In a way so frightfully dull. What is the good of people sitting there

and studying statistics. We want people who live the actual monetary life of their
countries. If the world were very small, we could meet once a month, but that is
quite imposgible. We have to make a choice. It ls essential that there should not
be only people who only know the monetary values of Western Europe but these people
know nothing about the monetary values of China, India or South America. It should
be pecple who know intimately the problems in the monetary life of thelr country,
and should be pecple who represent all these various monetary . It is not
necessary that they should be there in permanent residence.

I happen to have a certaln experience of an institution of that kind, an
institution that has not been frightfully successful. It had the bad lot of
starting its work when any international cooperation was crumbling in the world.
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It did one thing. It created a center of concentration among the banks of central

Europe. There was always banks to come and discuss without
the thing becoming a stunt in the press. And the situation is not such that we
can Just go up to the place where the fund will be, because --- Now the question

arises whether the fund can be run by these people meeting only once a month, I
don't see why 1t couldn't be run that way, because apart from the votes on various
questions, which 1f the Fund is successful at all, which will happen --

If there is no practical work to do that could not be done by high officials
sitting there and you couldn't possibly ask nine, twelve, or fifteen of that high
standing that we want them to have to sit around the place and have practically

no daily work to do. It means that these people will elther be bored or they will
poke their nose in business where it doesn't belong. It may be a little bit worth
while in the first few years to come there. Again, it should be a binding principle
that these people should not be in continuous residence, but not be bound to

leave the countries, than to have extremely difficult problems of the post-war
world settled by people who just are in that place, and have no contact with the
actual 1ife of thelr countries.

I am must less interested in whether I can vote or have a majority or
minority than that this Fund will be a meeting where we will have to learn,
gentlemen, what financial cooperation means, but we still have to learn it. I
would rather see the thing in a shape that can develop something with the good
will and interest of everybody, whether 1 have one vote more or ten votes less,
and there is certalinly every hope that it could develop. With war hanging around
I have seen cooperation which went so far that, except for the positlon of Germany,
it would have been possible to reestablish in Europe, in eastern Europe, something
very much more like free exchange without control than anything we will see in
the world in a very short time. We are afraid, first of all, that the big ones
will outvote us and the big ones are afraid that the small ones will not cooperate.

From what T have seen I don't think there is any sense in being too much
concerned. First of all, let us not forget that the world consists of human beings
and we are going to run something that, if you want to compare it, we can compare
it with a horse and a motor car, and if we spend days and days discussing votes
we will never achleve anything at all.

ASSISTANT SECRETARY: Mr. Chairman, I would like to say there 1s very much
that Mr. Beyen has said that there 1s very much that I would like to agree with,
for instance, that we should not over-emphasize the vote aspects of the Fund. In
my explanation I only attempted to make 1t very clear what this provision dces
provide, I would much rather say that on most issues there will be unanimity or
there will be no need to vote since everyone will agree on the course to be taken.
I am afraid, though, that the choices will not always be that clear, that it will
not be possible to find everyone of the elective directory of the same mind, and
in that contingency it becomes important to call out this vote, and in that
contingency, alternative A does provide a special form of voting. I would also
like to comment on certain other aspects of this problem. I would also like to
see the postwar world through the same glasses as Mr. Beyen, namely that the Fund
will not have too much to do. You will have cases when you will have to meet,
but T do not see how you can talk in terms of an Executive Directorate that will
meet once a month unless that Executive Directorate 1s prepared to turn over to
gsome person the responsibilities which I would concede to be its and no other.
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To give you some concrete example, the provisions of the Fund state
explicitly that if a country wishes to make a change up to ten percent in exchange
rate the Fund shall give it an answer with 24, 48, or 72 hours. What are you going
to do with an Executive Directorate which meets once a month? Who 18 going to
decide this question? I do not believe that there 1s any managing director who
is going to decide this gquestion. I do not contemplate that this group intended
to entrust to an appoint officer who is going to pass on the question of whether
a country is entitled to have resources of the Fynd made available to it, in
Article IIT specifically.

Now that would be fine 1f no country ran into an emergency but I don't see
that that will be the world into which we are entering at the termination of the
war. We should all recognize that there will be a constant emergency and
countries should be free to come to the Fund and ask for a change, and ask for it
immediately..... But I do feel that there should be men there at all times to
answer those questions a country feels that it must, Impose change controls, after
it has left them.

A further question, that of borrowing; the Fund may find it necessary to
borrow one or more currencies in the postwar period, and again, those are
declisions which I believe should clearly be by the Executive Directorate and not
any appointed officer. I did not understand the gentleman  from the Netherlands
to iIndicate that the management should handle all those questions. I Just want
to make it very clear that I do not think one should handle them and there will
be many questions of that kind and that they should be available at all times to
handle them there. The Fund is entitled to as much of their time as is necessary
to discharge their duties.

DELEGATE FROM THE UNITED KINGDOM: I don't know whether I have your permission
or the permission of the group...Just for the purpose of explaining certain
differences, the point of view that alternatives A and B represent, I think it
will help the group to see just what are the questions on which we should focus
our minds. I want to clear other things out of the way. Alternative B does not
provide in terms for the method by which the voting to choose the Executive
Directorate is fixed. It is silent on that because there is a question where
VII, 2, and alternative A has made elaborate proposals for that. We are dealing
with one of the most Important parts of the whole matter referred to this
committee. I hope I am not lacking in respect to committees I, IT and IV if I
say that I regard our work here as not the least important.

Now, the delegate from the Netherlands has explained from his experience,
which is rather unique in this respect, from the doubts he has about the con-
sequences of alternative A, and I would like to say, as can be seen from
alternative B, we share a number of those doubts. If I may, I will take alterna-
tive A and Just illustrate the difference. We are trying to contribute from our
own knowledge and experience into the pool of this meeting so that something may
come out of it. We are not interested in the voting. First of all, the pro-
posals of the general manager shall be a governor. Now, that looks very sen-
slble but it disfranchises the country to which that man belongs. If he 1s one
of the twelve governors and is not allowed to vote, in so far as voting is
important, he is disfranchised. How, I attach no particular importance to that,
so that you have an outside man, one country having to give up a seat, or having
two seats. But more serious, I think this question of the Executlve Directors
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being chosen from among the governors and nobody else should be considered. There
are two possibilities that the governments will prefer on matters of the ...

immense importance, to send to the governing board a member representing the govern-
ment directly and the government of the country ..... » « Now it 1s quite clear that
if a number of countries, that that is the rightful man to choose. It is quilte
difficult to contemplate that he shall be in permanent residence because he can't
fulfill the duties in the country. He may take with him all the knowledge of the
govermment but he can no longer present the government in that sense. However, on
the other hand, there is & wish on the part of the countries to bring the central
monetary authority to the Fund; then again, I think it i1s impracticable to belleve
that that will be possible. Mr Beyen pointed out that that means that he must
choose, I have, at the appropriate state, a suggestion to make which would enable
the principle that directors can be governors but will enable any country which

does not want the man it wants as governor (2). I venture to put to the meeting
that there is rather a difficult problem of working in the field from which you may
choose the Executive Directors if you narrow it to the Board of Governors. I think
you may lose the help of people who will bs invaluable in the difficult times ahead
of the Fund.

The next point is on the question of continuous. session. There are enormously
important subjescts which the Executlive Directors have got to decide and I share the
view of the spokesman of the United States that those can be decided by one man,
however important he may be. Alternative B provides that they could delegate some
things but could not delegate otherz, so in alternmative B there is a suggestlon that
some things must be done by the Board of Executive Directors elected. And if there
are, important judgments, I think are likely to be very frequent at the beginnlng
and sometimes may arise rather urgently. 1 don't think I see these continuous
crises, if there are going to be continuous crises, for the first three years after
the war, which will require your Executive Directorate to be in continuocus session
but I hope that is not what 1e& going to happen. I think they have a serles of
immensely important decisions to mske, largely in the beginning, and then, from
time to time as they may arise. But there are technical operations perfectly under
the competency of a good staff and the direction of...and it seems to me that the
position could be met by not... I want to lay down that first of all you limit
your selectlon of the Executive Directorate to those...and requiring that they be
in continuous session for three years is putting an unwise limitation on your
choice which it is undesirasble to make. The article might provide words to the
effect that the Executive Directorate shall meet not less frequently than, say
once a month, and as much more often and for such periods as in the opinion of the
general mansger is required to conduct the business of the Fund properly; that puts
the man who is in charge of the offlicials who are following the economic and
financial trends in countries, who are watching the developments that are going to
lead to & situation. That puts him in 2 position to know that he must have a
meeting of many directors; there ig something coming here on which I should 1like to
inform them and on which I would like to have thelr counsel; and their counsel and
advice will have been all the more valuable fto me because they will have been in
the stream of life. There 1s some risk in being detached and living in a world of
its own and not seeing the living 1ife in the countries. Delegate powers of
certain limited functions, delegates chosen in the widest possible way; then,
knowing that if they are chosen, they are required.... . There are one or two
other consequences that might arise. I thought 1t might help the meeting to see
these two balanced points of view. There may be a middle course. Our view is that
it is at least as important, more important than the articles of the Fund will be,
the way it looks, the kind of people it will attract to itself, the kind of
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relations they will establish. This Fund must grow in strength and not have its
strength in the beginning. You ought to give yourselves the wldest posslble

choice and you ought to have no conditions which 1limit, especially in the beginning,
the field of your choice.

DELEGATE FROM : I find myself in agreement with what has been
sald by the Delegate of the United Kingdom. It seems to me that thies is an
excellent suggestion which will take into account the equally splendid suggestion
made by the Delegate from the Netherlands that we should amend it having the top
man in the field, and the equally good suggestion of the United States Delegate
that the Delegates should be on hand at all times. If we have Executive
Secretaries who are not necessarily Governors, such men could be in close contact
with the top man. It has been expressed as undesirable to have the Executlve
Directorate delegate to an individual or a group of individuals powers which have
been delegated to it by the Board of Governors. It seems to me that there is a
glight mechanical detall that we can handle when we discuss the wording of the
project either under Alternative A, Subsection (d) where the Executive Directors
are permitted to appolint subcommittees or committees. It could be stated there
that in appointing such committees those committees have to report back to the
Executive Directorate and that action will be taken by the Directors and not by
the Committee or if we discuss Alternative B, Subsection (d), which reads:
(Subsection (d) of Alternative B read at this point). It could be added there
that they are not allowed to delegate such power to a Sybcommittee or to any
division.

REPORTING DELEGATE: Mr. Chairman, Both A and B propose a two year term for
the Executive Committee but there is an interesting deviation from thé term of the
Board of Governors and the deviation is that where the Board of Governors serves
at the pleasure of their governments this isn't the case with either of the
proposals. Now this wouldn't matter with those members of the Executive Committee
who represent countries which have the right to be represented, but there arise
many complications with those members of the Executive Committee who are supposed
to represent several countries. If we imagine that such a country would retall
the member in the Executive Committee, especially according to the proposal A
where he 1s bound to be a member of the Board of Governors, there would arise
some complications, so that I think we should discuss this point. The proposal
A doesn't have the extra chairman for the Executive Commlttee but the Managing
Director is ex officio the Chalrman of the Executive Board This is proposal A.

B elects an extra Chairman, so that there would be in the article two Chalrmen,
one of the Board of Governors and the second, of the Executive Committee.
Proposal A provides for a continuous session of three years, propcsal B no con-
tinuous session. Proposal A, persons elected....not elected again. There would
arise a slight....with those countries who elected a certaln person by trust. So
that now there 1s a very important difference between proposals A and B. Accord-
ing to B, if I understand the proposal, countries are elected which eliminates
this difficulty and eliminates the difficulty. If I understand the proposal B
countries are elected and not persons. According to A only members of the Board
are eligible to be elected into their executive body whereas according to
proposal B either he may be or he may not be. According to A an election process
is indicated. According to A, the votes are related to a certain extent to quotas.
According to B there are rigid quotas. According to A the country may be present
which is directly touched by the question. I do not know how this can be made
possible if there is an urgent thing to be decided. Now the last point I would
like to mention - proposal A mentions special committees where proposal B didn't
mention it In this connection, probably doesn't exclude 1it.




2>

COMMITTEE 3 OF COMMISSION I - HEMICYCLE ROOM

L:00 p.m. July 5, 194k

The Chalirman: The sesslion 1s open.

I suggest that we will begin our discussion today on page 26 of the Joint
Statements of No. 2 and 3, leaving all the questions relating to the executive
directors postponed for tomorrow morning because certain groups are making certain
arrangements in order to arrive at any conclusion and present a new statement to
the Committee, And so the matter is now in discussion. We may receive the
objections or the remarks about this question.

Question: On the question itself. Mr. Chairmen, or on the fact of taking up
that question first?

The Chairman: Of that question, of No. 2 and 3.
Question: Yes, but I mean on substance?

The Chairman: On substance, yes, regarding to the matter of Board of
Governors but not of the executive committee.

Mr. Gutt (Belgium): Gentlemen, I am sorry to take up your time again, but
yesterday 1t had been proposed that some matters not regarding the Board of
Governors but regarding the sxecutive committee should be postponed or sent to a
special subcommittee because they are very closely linked to the questions of
quotas. Now we have this question of voting power with the Board of Governors,
which is again very closely linked to the question of quotas, and I wonder how
we can make quotas if we do not adopt the same system for that as the system which
was proposed yesterday.

Mr. Luxford (United States): Mr. Chalrman, I merely wish to state that there
is much in what the gentlemasn from Belgium says. On the other hand, I believe
that in section 3, page 26, we are talking about an over-all problem that is not
closely related to the guestion of management or the details of management.
Rather, it deals with the question of what will be the voting power of each
country in the Board of Governors, which we have already discussed and more or
less agreed on yesterday morning. That iz, page 24, we talked about the Board of
Governors, we agreed that there would be a Board of Governors more or less, and
now we are talking about how a Board of Governors will vote. This has nothing to
do with an executive director who may be elected some other time.

Mr. Gutt: I said so. But it is linked, nevertheless, with the quotas.
Mr. Luxford: Both are linked to quotas. Any question about 1t?

Mr. Hexner: Gentlemen, I think this Alternative A and B, it is true 1t is
linked to quotas but in an abstract sense it means whatever the quotas will be
these two proposals apply to it. I could imagine a quota system which would make
these provisions inapplicable but according to those quota systems which are
discussed -- I would underscore "quotae systems”. What is discussed now, according
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to my knowledge will be probably the size of the quotas. I do believe that we
could attempt to diecuss this voting with reference to the executive board and if
we hit a point which makes it impossible to go further we could probably postpone
the discussion of that point until we will know the quotas. But we could at least
attempt to read it and to discuss it with reference to the Board of Governors in
order to make some progress.

Mr. Gutt: I agree.

Mr., Beckett (United Kingdom): Mr. Chairman, perhaps it would help the
cormittee if I pointed out this: It is rather an accident of the arrangemént of
the papers in the looseleaf that you have Alternative A on page 26 and Alternative
B on page 26a together. They really have no reiation to each other at all because
Alternative B is talking about the Board of Governors and the votes that can be
cast there, etc. When you come to Alternative A on page 26, it is talking about a
particular matter which probably would be delegated to the executive directors,
and, therefore, there is no connection between Alternative A and B at all and 1t
would be a mistake to try to discuss those two alternatives together.

Mr. Luxford: Mr. Chairman, I think that what Mr. Beckett has said is
absolutely true with regard to the second and third paragraphs of section 3,
nemely, there you are talkirmgabout a special fact situation. I do believe, on
the other hand, that paragraph 1 is speaking of a general proposition, namely,
how you shall vote on the Board of Governors, and for that reason there 1s perhaps
a reasonable overlapping between the two. I think 1t might be helpful, since there
seems to be little confusion on the matter, to set forth at least intended to be
covered by Alternative A,

The first paragraph provides that each member country shall have 250 votes,
plus one additional vote for each part of its equity equivalent to $100,000. Now,
that voting you are talking about at that point is, what are the rights of a
country on the Board of Governors. What are the votes that each governor on the
Board of Governors votes? What votes will he have? So that there we are talking
of the highest body and we are discussing what each country votes will be on that
highest body.

Now, the formula that has been suggested here, in the first sentence, 1t
contemplates the necessity for combining two different factors. There are obvious
reasons, which all of you know, why 1t would be desirable to have each country an
equal number of votes. There has been & technique that has been used before many
times by International bodies. On the other hand, there are perhaps equally
persuasive reasons why you should not have your voting tied to the amount that
each contributes in the sense of a business corporation. What this particular
paragraph attempts to do is to equate, to bring together and balance the rights of
each country as a country and its investment so that both factors are represented
in your end product, namely, the votes of a particular country.

Now, the formula suggested here contemplates that each country by virtue of
accepting membership will be entitled to 250 votes regardless of what its gquota
may be., In addition to the 250 votes to which each country is entitled by virtue
of membership, it is also entitled to votes depending upon thé amount that it
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contributes. The particular formula which has been suggested here contemplates
that for each $100,000 that a country contributes it will receive one additional
vote. Therefore, if one country should contribute, let us say, $1,000,000 its
total votes would be 250 plus 10 votes, which means that 1t would have a total
vote of 260.

Now, this particular formula was intended in particular to give the smaller
countries, the countries with the smaller quotas, voting strength by virtue of
their acceptance of membership, recognizing that if you were to tie it entirely to
their quota their votes might not represent their true interests in this organiza-
tion.

Turning from the first paragraph to the second paragraph, there you are dealing
with a very particular situation specifically under Article III, section 2. You
have a provision that the Fund may waive conditions regarding the access of a
particular country to the Fund.

To illustrate: Under Article III, section 2, a country is entitled to 25% of
i1ts quota during any 12-month period in the event that conditions within that
country require in any particular 12-month period a sum greater than 25% of its
quota. The country has a right under this document to apply to the Fund for a
waiver of this 25% provieion so that it is possible to give it a much greater amount.

Now, on the question of waivers, you have a vote. The Fund will vote on that
question and at that point this particular provision comes into play. On the
date that the Fund is established, each country will have its quota in the Fund
and the vote will be in the ordinary way. On the other hand, it is perfectly
concelvable that over a period of time you will find that certain countries have
drawn heavily on the Fund and other countries have not drawn on the Fund. This
formula attempts to adjust for that contingency and the procedure contemplated
would be that of this narrow question of waiver each member shall be entitled to
a number of votes modified from its normal as follows: (a) by the addition of
one vote for the equivalent of each $200,000 of net sales of its currency by the
Fund. That is, as the currency is withdrawn from the Fund by other countries,
the country whose currency is being taken from the Fund will have an increase in
1ts votes on the basis of one vote for every $200,000 of a country's net pur-
chases of the currency of a member country. Thus, if there were only two countries
in the Fund and one country were to take the currency of another country -- let us
say $100,000 -- out of the Fund the net result would be -- My example should be
$200,000. If Country A took $200,000 out of the Fund or the equivalent, which
would only be the currency of the other country since there are only two countries
in the Fund, the net result would be that the country taking the $200,000 would
lose one vote. The country whose currency was taken would gain one vote.

Now, that provision only applies on the question of waiver plue one other
cagse, and that is in section 3 under Article III, which deals with voting on
whether a country 1s using the resources of the Fund contrary to its purposes.
Those are the only two occasions on which there is any adjustment on the voting
technique.

New, as Mr. Beckett did point out, probably these votes that we are talking
about now would be votes on the executive committee, but the point that is
attempted to be establishad here, regardless of when that vote takes place, you
will make adjustment on these two issues depending upon whether a country is
elther a net -~ if T may use the term "borrower" -- from the Fund or a net
creditor to the Fund.
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Now, the last paragraph again is general. It states that, except as other-
wise specifically provided, all matters before the Fund shall be decided by a
majority of the aggregate votes cast. That will probably be more clear to you in
terms of some of the earlier drafts where you had sprinkled throughout the document
"L4/5 votes." Most of these provisions have been eliminated from the draft., There
is one case that I can think of where it still limits, namely, in the case of
changing quotas a h/5 vote is still required. There is one other exception,
possibly, to this provision. Probably when you get to the gquestion of suspension,
voting on the forcible withdrawal of a country from the Fund will probably be on
a country basis rather than on any basis of quotas.

Mr. ColbJjornsen (Saug) (Norway): Mr. Chalrman, I should think that this
second part 1s rather closely related to what we are going to do about executive
committee. At any rate, it 1s very closely related to the spirit in which we are
golng to solve the functions of the executive committee. And in connection
therewlith, I should like to remark that it has not been decided and I hope 1t
will not be presumed to be decided that the executive will be voted according to
quotas. I hope that we will reach a place where we can declde that executlve
directors will vote individually with the only proviso that in order to avold that
we will have to give very-big members more than one director, two or three to a
very large one. It does not do away with the principle of voting as individuals
rather than voting as representatives of countries. I don't want to go into that
matter any further now since it will come up for discussion when we discuss the
whole question of executive committees. Therefore, we are not quite able to
discuss it at all.

The only thing I want to say is of a general nature. I am rather horrified by
the spirit that is behind these questions. It makes the impression that we are
going to make a distinction here between the virtuous and the sinful, the virtuous
being those who do not use the Fund and the sinful being those who use the Fund.
The consequence will be that the virtuous will have more votes than the sinful.
Mr. Chairman, I think that would be most unhappy if we couldn't get ourselves rid
of that conception. It should not be considered a bad thing to use the Fund. If
someone abuses the Fund, and let us assume if we start in this business that the
greatest majority of us sitting around here will work this Fund in good failth.

If we don't assume that, what is the good of starting a fund that is meant to be
a fund of cooperation, but if somebody doesn't do that, there are various means
for the Fund to intervene -- it can even take sanctions, it can take reports. In
the exceptional case that somebody tries to make wrong use of the Fund, doesn't
take the steps provided there should be no distinction between Class 1, virtuous,
who do not use the Fund, and Class 2, sinful, who do use the Fuynd. And apart
from the fact we can't discuss the details of it, T want to warn all people here
agalnst such a conception as it would wreck the possibility of this Fund ever
being useful at all.

Mr. Hexner: May I assume, Mr. Colbjornsen, that your objection is only
agalnst this exception of provision.

Mr, Colbjornsen: Yes. Two things: First of all, I don't agree that the
direct objective of the directors should vote by quota. Secondly, I am against
the conception that you sghould pursue people who use the Fund.

Mr. Luxford: Mr. Chalrman, I think that in many of these cases that we
are going to run inte in the Fund you are really running into a basic problem of,
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what kind of an animal is the Fund? And I don't know whether 1t is going to help
any of us to talk morals about it. I think when you start gauging these matters
as being "sinful” or nerfect that it is not going to contribute too much to an
evaluation of a concrete proposal. Although I can understand the analogy might
perhaps clarify the issues in certain cases, I do not believe that it helps here.
No one here is talking in terms of sin.

You have a question here, too, of an international body that has both
political and economic phases. In other words, this whole document is an attempt
to marry, to mingle and to blend the political aspects of this agency, with the
practical business aspects of the agency the economlic aspects. Institutions in
the past have been established on more or less completely commercial lines., Others
have been established on completely political lines. This whole document is an
attempt to blend those two concepts. Neither of them have been perfect. You are
dealing with an international problem. The spirit of this document is to bring
together political considerations and economic. If you will approach this
paragraph in that frame of reference, as a question of being one of economic or
business aspects of this problem it is fairly easy to understand this particular
provision.

Specifically, I think all had experience in the past that we have with credit
institutions and the more that any business who borrows from a credit institution
the more the rredit institution wants to have a voice in that they are saying.
Now, the analogy is by no means perfect. It is probably Jjust as bad as the
"sinful" analogy, but somewhere in between is the mean we seeking here and the
provigion contemplated here is that as a country continues to make access to the
Fund the Fund 1is Iinterested in restoring and in bringing back the funds into the
Fund so that it will bte able to handle the next emergency. And this is Just one
of the ways in which you can say that the Fund as a whole is attempting to restore
the liquid assete of the Fund so that it can meet the next emergency.

Mr. Baranski (Poland): May I ask whether you don't consider it as possible
such example as I shall give you here? If my country uses 25 percent of the quota
in the first year -- it may be also 30 millions of dollars -- then according to
the formula Pcland may lose completely their voting power in this question in the
first year because that will be more than the voting power of Poland at all., I
think that the idea to penalize the country which is using the Fund for the pur-
poses approved and established in the Fund has no Justification at all. But even
in that time you might say that the penalization may be too big.

Mr. Luxford: Mr. Chairman, I would just as a point of explanation say that
if Poland were to use 25 percent of this quota during the first year -- is that
your questlon? Did I understand it correctly?

Mr. Baranski: Yes.

Mr, Luxford: 25 percent of the quota. The reduction in 1ts quota would only
be 12% percent of its votes. Let us take the extreme case. Suppose that Poland
used 100 percent of its quota. In that case Poland would lose 50 percent of its
votes and not 100 percent.

Mr. Brigden: I regret to interrupt this interesting discussion but I want
to suggest that the Committee might deal with section 2 and the first of the part
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of the suggested part of section 3, Alternative A, and leave this other matter
because it 1s quite definitely a separate principle. I would like to discuss
section 2 and the Alternative B, which relates chiefly tc section 2. We have
nothing to do with sponsoring Alternative B but we prefer the text to the original
section 2, and for this reason, that we feel that you cannot actually relate the
distribution of voting power to the guotas at all closely in practice. We are
departing from it already in thls proposal that there shall be votes irrespective
of the quota. If you recall the difficulty about the three objectives or partici-
pation, first of all a criteria for contribution, a criteria for participation in
the Fund and then a criteria for voting, you get an impossible combination so that
you cannot use any formula probably for all countries for all three purposes. The
capacity of a country to contribute to the Fund may be, and often is, very
diff'erent from its needs of participation in the Fund.

We in Australia feel we must have a large enough quota for participation. We
will contribute what 1s necessary for that. But we feel that if we seek an
adequate quota we do not at the same time want to lay claim for a proportionate
amount of voting power, and it is for that reason that, while it may be proper to
base voting power upon the quotas and to vary from that base as may seem sensilble,
I don't think that we can really in practice have it closely related to the quota.
I do not wish to make any suggestion of my own. I support Altermative A and
Alternative B in that connection and would suggest that we discuss that and then
the first part of Alternative A, distinguishing that from this proposal that we
have Jjust been discussing for reasons of simplification.

Mr. Hexner: Mr. Chairman, may I indicate the points which are at 1ssue
perhaps in order to have an idea how to break down the discussion. I suppose that
we may discuss and we best dlscuss Alternatives A and B together. The first
question is whether the votes in the governing board, unless otherwise provided
for -- I mean election of the executive -- unless otherwise provided for, whether
they shall relate directly to quotas as in Alternative B or whether it should
relate to quotas, in addition to 250 votes. This is the first questlion.

The second question is whether there should be a change in voting power with
reference to certain questions as provided for in points A and B. I would ask
your consideration whether this point has so very much significance for those who
propose 1t? I suppose there will be a group with very strong voting power which
anyway could vote down the creditor countries, but I don't want to go further
into this gquestion. I would perhaps be wise to consider whether it is really very
significant, whether it is worth while to make it as a polnt of 1issue.

The third point, which is very important, is that "except as otherwise
specifically provided for, the votes should be taken by & majority of the aggre-
gate votes cast." Now, this can be understood only with reference to a certain
quorum. There is no quorum in Alternative A -- at least, not in this point -~
80 we may take the quorum from B and this quorum provides for 2/3 of the total
voting power.

The next point we could discuss is whether this 2/3 of the total voting
power is an asdequate quorum. However, I would call your attention to the fact
that it would be good to consider what is going to happen if there is no quorum
because there may be urgent matters which have to be decided, there is no quorum.
So that there should be an answer given whether here should be a quorum which
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should decide with members present or whether that should be regarded as dropped
I suppose there is no doubt that this quorum probably doesn't relate to voting
according to VII, 1, (d) -- that means when a vote is taken by cable. It means
that in that case if there 18 no -- I don't know how the proponents meant this
quorum problem in the case of voting taken according to VII, 1, (d), by cable. It
Is an easy thing to answer in one way or the other. I suppose these are the
issues which could be discussed.

Sir Wildred: I think this committee owes a great debt to our Reporting
Delegate for the way in which he regularly brings us back to what we really are
talking about. With the permission of the committee, I would like to comment on
Alternative B. First of all, in the agreed statement of principles which was
published it is clear 1t says the distribution of the voting power on the board
shall be closely related to the quotas. And that is published as the first time
of our agenda. Alternative B, I think, can be criticised as being a rather lazy
alternative. It says the number of votes which each governor can case shall be
related to the quota of the member appointed governmor. All that that has done
at that stage is to make explicit that vote on the Board of Governors shall be
related to quotas. But I am afraid it has not gone on and possibly it should
have to discuss how to calculate the quotas' strength on the Board of Governors.
It accepted the principle that voting on the Board of Governors should be by
quota strength, but it did not go on to discuss how to calculate it. Now, the
Unlted States delegate, in explaining the first paragraph of Alternative A, said
that it wee an attempt to weigh two things, to put two things over, the
calculation of voting strength, first, the universal equality of all member
countries because they had become members and, secondly, in accordance with the
principle that is in the agreed statement of principles weighting by additional
votes related and in the first paragraph related very exactly to the quotas. I
think that the quorum part of Alternative B I should like to get out of the way.
I think the Reporting Delegate was right, it doesn't really arise now, and what
the Alternative B was doing was make it plain that you did not require all the
Board of Governors to be present physically, or his alternatiwe, in order to give
a valid decision by the Board of Governors. You cannot contemplate that that will
always be possible. But the articles must provide that there shall be a
minimm number of governors or their alternates present in order that their
decision shall have validity. All the second part of B was doing was to make a
suggestion about the minimum voting strength represented on the Board of Governors,
which would give validity to the decisions of the Board of Governors. It is gquite
true that it did not provide for the complications of what you would do with a
quorum when you could cable to people. I am afrald we were thinking all the time
about physical discussions around a table and not this helpful consequence of the
enormous quantity of inventions by American inventors.

May I ask that this quorum question for the moment be outside of the dis-
cussion? What we are asked to consider and to discuss now is, do we agree with
the statement of principles that voting on the board shall reflect fairly
accurately what one might call the economic interest of the participating
countries in their contribution to the Fund. I suggest that we must accept that
principle. It seems the only possible one that will be a working principle.

The second question we are asked is when you are translating that is this
combination of & unit value for all members as members plus a weighted addition
equal to their contribution to the Fund. Is that a reasonable way of trying to
link the political equality of the members In the Fund to the inevitable economic
differences in contribution they are able to make?
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Is 250 votes plus this additional vote for each hundred thousand dollars of
the quota a reasonable way of doing i1t? I think it would help very much if we
kept also quite separate the other part of Alternative A which the Delegate from
the Netherlands has criticised because there is a certain corollary. It is a
qualification of the first principle. But I venture to put to the Committee that
what we are asked to decide is, do we accept the principle that on the Board of
Governors voting power shall reflect the contribution that each country has made
to the finances of the Fund. Secondly, is this a reasonable way of giving effect
to that principle.

Mr, Baranski: I made really a mistake in my calculations, for which I
apologize most humbly.

Mr. Hexner: I think that is the problem at issue, this 250 votes. There is
no doubt that what the British Delegate explained corresponds verbally to the
Jojint Statement. I suppose everybody who read the statements -- it means the
drpfts as they follow each other, knows the story of these 250 votes. In the first
draft they were 1,000 votes, or they were 100 related to 1,000,000 votes. So
that in this relation there were 1,000 votes. Later on, they were boiled down to
500 votes. The idea 1s to give a certain voting power to small countries. I
suppose from the point of view of justice it is very difficult to state something
to the right or to the left. It is a problem of protecting small countries or,
not protecting, that 1s nothing why they should be protected -- perhaps supporting
small countries, something l1ike that, these 250 votes. The question is a question
of substance, the guestion of volition, which can be argued with great difficulties.

Mr. Duran Ballen (Ecuador): Mr. Chairman, I have no intention of appearing
"virtuous" by what I am going to say. Although I realize that my primary duty is
to defend the interest of the country which had honored me with its representation,
I believe that I have -- and I hope that many feel as I do in that case - an even
higher duty, and that 1s to defend the Fund, to aim at making it a success because
in that manner I am not only looking after the interest of Ecuador but of all the
nations assoclated with it in the Fund; and, because of that, I believe we should
keep the Fund sound and safeguard it against error or abuse. For that reason, I
am wholly in sympathy with the necessity of preserving the principle appearing in
the Joint Statement about relating the voting power to the quota.

Furthermore, since the second paragraph on page 26 relates only to Article III,
as has been pointed out by one of the speakers, I believe the United States
Delegation -- I do not take that as a punishment; I take that as one of those
safeguarding measures to which I have referred. If a country is in the position
shown in Article III, paragraph (c), on page 6, that country's position has been
weakened and it has a tendency to weaken the Fund if no measure 1s taken to correct
that measure. To my mind, the second paragraph on page 26 decreasing the voting
power of countries in the Fund is such a corrective measure and as such I would
be prepared to support it.

Sir Wilfred: May I ask the Chairman to give a ruling? I am not sure we have
disposed of the first paragraph. May I ask as a point of order that you rule as
to whether we have disposed of it or that we will go on to the next? So that we
will not lose ourselves again.

(No action taken).
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Mr. Hsi (China): On behalf of the Chinese Delegation, I beg to support the
case made by the Ecuador Delegation. The Chinese Delegation considers it very
important that voting power shall be closely related to the principle as agreed
upon in the Joint Statement.

With regard to 250 votes as & basis, this I think is normal. What 1s
important is the one for the several hundred thousand dollars. And, turning to
the (a) and (b) under this Alternative A, the Chinese Delegation is prepared to
agree in principle but would like to suggest that the $200,000 for every vote shall
be changed into $2,000,000 in order to lighten the penalty.

Mr, Colbjornsen (Skaug): I must admit, Mr. Chalrman, that I am getting a
little confused regarding what are the issues here. Now, we all seem to agree that
the voting power can be related to the guotas and it seems to me the questions
before the Committee is, how and how strictly should they be related to the quotas.
As I understand, Alternative B proposes voting power which 1s proportionate to the
quotas while A inserts a 250 basic-unit vote. After what has been said from
Ecuador and China, it may seem difficult to get up and defend Alternative A because
I understand both Ecuador and China want Alternative B. 1 was a member of the
Norweglan Delegation last summer which had the pleasure to discuss this problem
with the Treasury representatives and I took part in the gradual decrease from
1,000 to 500 and some time it disappeared altogether and now we have 250. Now,
we don't want to give the impression that we are so terribly anxious to get voting
power or all these sorts of things but we do feel that also from the small
countries there are good people in these fields, people who understand things and
might be able to make a contribution to discussions and to the decisions which are
going to be made by the Fund, and for that reason, we think it is Justified that
we should have a basic vote -- I should not object to 500 but I am not going to
raise that question, let the 250 which is proposed in the alternative. In behalf
of the Norwegian Delegation, I should like very strongly to support Alternative A.

Mr. Monteros (Mexico): I want to point out to this committee that the
Mexican Delegation is also strongly in favor of that first paragraph that is under
discussion but I must point out that 250 vote has to be taken in relation to the
total votes. In other words, that I would suggest that the question of how many
votes of a country should be postponed until, as the Delegate from Canada proposed
yesterday, we know the scheme, the total schedule, of votes. In other words, I
favor the principle of assigning to each country as a member country a number of
votes. How many vates, I would leave for discussion which will take place after
we know that schedule.

Mr. Hexner: But, Mr, Chairman, may I suggest that we finish our discussion
on the first part of this point by recording that there was a disagreement in the
Committee whether voting in the Board of Govermors should be related directly or
rigidly to the quotas or whether a certain amount of votes should be added to that
vote.

Mr, Monteros: Mr. Chairman, a point of order. I would suggest that if we
first decide whether this committee accepts the principle that each country should
have a number of votes independent of its gquota votes.
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Mr, Hexner: Well, I suppose that the Committee isn't supposed to make majority
voting. It means to outvote each other. We are going to put into the record there
was a disagreement. It is obvious that the Representative of the United Kingdom
opposed the adding of a rigid number of votes to the quotas and this in itself is
sufficient to register disagreement.

Sir Wilfred: Would it help if the United Kingdom withdrew Alternative B? It
was never meant to suggest that the relatlon of the votes on the Board of Governors
should be rigidly related to the quotas. We have no objection in principle to the
suggestion in Alternative A and, in order to avold any implication that there ie
disagreement on the principle that each country shall have a given number of votes
ag a country, we are content to withdraw Alternative B.

Mr. Hexner: Would the Delegate of Mexico oppose this number 250%

Mr. Monteros: I would not oppose it until we know the relation between 250
and the total aggregate quota votes

Mr. Hexner: We could perhaps register the following decision, if you agree,
gentlemen: That there is an agreement on the first paragraph of VII, 2, 3,
according to Alternative A with the remark that the number 250 has to be re-
consldered after knowing the quota participations.

Mr. Luxford: Mr. Chairman, I think it might be helpful if the Reporting
Delegate could now summarize paragraph 2 and 3 for us, he has done so well on the
first paragraph.

Mr. Hexner: I would not want to compete with Mr. Luxford. I suppose you did
an excellent job on that.

Mr. Iuxford: I only meant to summarize the sense of the matter; I think we
hayve discussed, and I think in the same way that you have reported on one to us
maybe you can tell us there seems to be disagreement on 2 and we can leave it at
that.

Sir Wiifred: May I ask, first of all, I understood from the United States
Delegate that this will be amended to read Article III, 2, (d) and Article IIT,
(3). It is not the whole of Article III but Articles III, 2 (d), which is giving
notice of suspension and the waiver, and Article III, 3 -~ Article III, 2 on
looseleaf A of the folder.

The second question is rather more technical: What is the meaning to be
attached to adjust the votes in the transactions in gold? There are one or two
possible meanings and I would like to know what is involved in this, I don't
know whether 1t would be convenient to the United States Delegate when he 1s
replying, with your permission, if I also raised two other things which are not
questions of interpretation.

The other is this: I would like to know whether more consideration will be
glven to the suggestion which was ralised by the Delegate from China that halving
the voting power of the countries in these circumstances may be an unreasonably
strict treatment of the situalon. It appears to attach more significance to the
restriction of voting than one would hope would apply to a situation arising under
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I1T, 2, (d). It is certainly arising on the Waiver. But if the United States
Delegation feels that something must be done to the country which is in credit to
the Fund to weaken its voting position, whether it is not simpler and better to say
that the country involved does not have a vote.

Mr. Luxford: On the answer to Sir Wilfred's first question, I think we are
in agreement in principle with his proposal to spell out in Article III the
specific provisions involved. The difficulty is that while it is very easy to say
IIT, 2, 3 -- that ies subdivision or section 3 -- declaring members ineligible to
use the resources of the Fund and that can be done very simply. It is a little
difficult to do that on section 2 where the only waiver provision is at the end
of the section and does not have a letter after it. I think it is a drafting
detail and in the next draft I hope the Secretariat would fix it up so that we
can put it in there that way.

Now, as to what adjusted votes in net transactions in gold, I believe that
that provision was intedned to take care of the situation so that a country would
not be getting votes simply because the gold in the Fund which had been part of
its origlnal contribution was being counted. I think that what that really means
is that you would deduct the gold part of 1ts quota in calculating the votes that
it would gain. I believe the Canadians made that proposal some time and we accept
it as being a reasonable interpretation of what we were driving at.

On the third question as to whether the figure of 200,000 is the right figure,
I would only say that that is certainly something that the Committee should consider
and that I do not believe it is something that anybody has any real fixed views on.
It was put in there as being a simple way of throwing this matter open for dis-
cussion.

On the fourth proposal that a country involved does not- have a right to vote,
I would be & little concerned about that as being a fair alternative to what has
been proposed here and I would be concerned from the point of view of the country
involved. I do not think that because that country may be using the access to the
Fund or using the Fund's resources that it should be denied its full vote. At
the outside, the proposal that we have suggested would only deprive them of a
little less than half of their vote. If they would use all of their quota they
would still be entitled to half of their vote and I think it might be regarded as
a little severe to deprive them of their whole vote. But that 1s a question for
the whole Committee to consider, but it does have the merit that Sir Wilfred has
suggested, it is a 1ittle simpler; and to say whether that statement makes up for
a possible hardship would be something for this group to determine.

Sir Wilfred: May I ask the Delegate from United States about the explanation
for Article III on net transactions in gold. I think there is a need in final
drafting for simplification. If the amount of currency exceeds 75 percent or 100
percent, then it has the meaning --

Mr. Luxford: I am agreed, fully.

Sir Wiifred: I am content that the last suggestion that the country shouldn't
vote should be left to the Committee. I don't question that.
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Mr. Hsi: The reason I mentioned 2,000,000 is because I thought that while
the Chinese Delegation agrees that there shall be some penalty for a member country
to draw on the Fund and, on the other hand, to give the equivalent number of votes
to the creditor natlon, I mentioned that in order to say that while we agree 1n
principle that the penalty to the member country should be as light as possible,
so instead of 50 percent I make it 5 percent.

Mr. Hexner: May I ask the Delegate of the United States whether in practice
this provision may be in reality applied in the sense that 1t will really Iinfluence
the voting. I don't want to go into the merits of the question, but I have the
feeling that there will be a strong majority in the Fund who are going to defend
certain interests. I don't think that this point is going in reality to influence
one of the decisions of the executive committee or of the board. And it 1s a
somewhat complicated provision. I suppose the intention is that the by-laws of
the Fund -- we are discussing first the constitution of the Fund -- that this
constitution should be rather simple. If there may not be expected that this is
going to influence real situations in practice. I would like the United States
Delegation to consider whether we shouldn't drop this provision from the by-laws.

Mr. Monteros: Mr. Chairman, Mexico has to voice, also, her strong approval of
this principle. It may appear inconsistent with her normal position as a debtor
country, but has it not always been true that creditors have more to say about
lending money than borrowers? Is it not obvious that when the Fund has lent more
money to a single country that country should have less to say about how the
Fund's resources will be used. To us, it is one of those principles which are
bagic in the constitution of this Fund. Not that it should be so. We question
from a higher point of view this principle established in international finance
but we take it as something fundamental that when we undersigned the Joint
Statement we all thought that that was a basic principle, that the creditor
nations should have proportionately more voting power than the debtor nations.
The matter that my distinguished colleague from China has brought up to us, how
to measure this difference in penalty, although it is a word I don't like to use,
is to me more important than the matter of principle and, therefore, I would ask
also whether there is general agreement in principle and not in quantity. Isn't
that, after all, the general feeling of this meeting?

Mr. Sbarounis: I should like to add to the discussion that I do consider
that this principle is in accordance with the aims of the Fund because the Fund
aims to bring an aid to help the small countries that need the help of the Fund.
So I don't see why they should be penalized when they use that facility that 1s
afforded them. That is why in the name of the Greek Delegation I ask to be
allowed to oppose that principle.

Mr. Blowens (Ethiupia): Mr. Chairman, the Ethiopian Delegation wishes to
support this Alternative A. I think we are all taking this entlirely too
personally. I don't believe it is aimed at any one country. As I understand
the provision, 1t was put in to safeguard against the possibility of a combilnation
of debtor nations concerning the lending power of the Fund. I think it is a
reasonable safeguard and one that we should keep in the proposal.

Mr. Fisher (New Zealand): There are just two points I want to make. It
seems probable in practice the ad justment of voting power in accordance with the
proposals of the paragraphs here would be likely to be a very complicated matter,
and it might turn on the chance whether a vote were taken one day or the following
day whether the country had a certain voting power or not. Of course, it seems
that these things will be declded by close votes, which, as the representative o te
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Netherlands has already suggested, would be pretty clear indication that the Fund
was on the verge of foundering. But 1f the matters are not to be determined by
very close votes, then it certainly doesn't seem to be worth while making the
elaborate adjustments of what for the majority of countries here would be very small
voting power in the Fund. In the case of New Zealand our voting power wouldn't be
as much as one percent of the whole anyway and it doesn't matter to us very much
whether that is increased by 1,000 or diminshed by 1,000. That won't affect any-
thing of importance at all. But -- and this is my second point -- it may be a
matter of very great importance if the provisions of these two subsections were
applied in the case of one of the really big contributors to the Fund, which might
very well, to use the inaccurate phrase, be in credit to the extent of increasing
1ts voting power by, as has been said, practically 50 percent. And that is a
matter about which I think we might legitimately be a little concerned.

To take the extreme case, we don't know exactly what the figures will be but
if we can take as an illustration the figures in the New York Times today the
rather paradoxical situation might arise that just at the moment when the biggest
contributor to the Fund was on the verge of being declared a country whose currency
was technically scarce from the point of view of the operations of the Fund.......
its voting powers for these purposes would be just & 1little bit less than 50 per-
cent of the total votes and it seems to me that an arrangement which would create a
sltuation of that sort is not a very desirable one.

I would suggest quite provisionally as a possible compromise which would meet
the arguments that have been put forward about not allowing people who are borrow-
ing to have the same power.to deal with the situation as the people who are lending,
that we may delete (a) altogether and be satisfied with the diminution of the voting
power by the net purchase from other countries.

Mr. Luxford: dJust on the point of issue, the gentleman from New Zealand in
understanding the provision, it was never contemplated that this vote provision in
the second paragraph would have general application. It would by no means have
any application on the question of whether a currency should be decided to be
scarce, It would only have application in two narrow cases -- I mentioned that --
and I think Sir Wilfred's suggestion of pinning it to those provisions would be
most helpful in making it clear. I would not intended to apply to a vote as to
whether currency of a country would be made scarce.

Mr. Fisher: I understand that perfectly. What I had in mind was when the
Fund's supplies of the currencies of the larger contributors to the Fund were
being reduced to zero at that moment for other purposes and the representation of
the United States mentioned the voting power of that country would be at its
maximum,

Mr. Luxford: That's right., It would be, approximately. I think you are using
the United States as an illustration and as I recall its then voting position might
be between 20 and 25 percent. Now, at the outside, this might increase it to
about 35 percent, probably not quite that much.

Mr. Chairman: T think the matter is already being clarified, but neverthe-
less we cannot decide at once. And so it seems we must proceed with the second
part and carry on the discussion in the meeting this morning and we can come back
and discuss and decide this question.
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Mr. Machada: Mr. Chairman, in withdrawing Altermnative B the gentleman from
the United Kingdom in order to help us came to an agreement on Alternative A. There
is an lmportant matter at the end of Alternative B that I think has no bearing on
the subject, namely, establishing a quorum for a meeting of the board of directors.
I think our Reporting Delegate raised that point. And I was wondering if we would
like to register an agreement on whether or not the quorum should be established.

Mr. Hexner: We are going to discuss that in a few minutes.

Mr. Chairman: We must discuss this question, "that except as otherwise
specifically provided all matters before the Fund shall be decided by a majority
of the aggregate votes cast."

Mr., : Mr. Chairman, I am sorry to go back to paragraph (a) and (b), or,
rather, the first part of Altermative A, but I would like to have some clarifica=
tion on one point. I belieye sveryons here agrees on the principle that the dis-
tribution of voting power should be related to the quotas, and I can well see
how the system of voting is going to function as far as the board of directors is
concerned when every member country is reached. But the Joint Statement speaks
also of the executive committee and I would like to have some explanation on how
the system of voting 1s going to function for the executive committee because
there we are going to have five members of the executive committee that will be
appointed by the five largest contributing countries and some other members who
will represent the other countries. Now, how are they going to calculate the
voting power of those other members of the executive committee? That is a
clarification that I would like.

The Chairman: At the beginning of the meeting I have already explained that
all the questions in relation to executive committee will be discussed after, when
we will receive the new statement being prepared by scme groups.

And so we have this part. I think that Cuba wants to discuss this. The ex-
ception is made at the end of section 7, "except as otherwise,” and so we may
discuse the problem of a quorum as it is proposed in the Alternative B, a quorum
which must consist of not less than 2/3 of the total voting power. That is the
question under discussion.

Sir Wilfred: I am grateful to the Delegate from Cuba for reminding me that I
withdrew more than I intended to withdraw. I did not intend to withdraw this pro-
vision for a quorum. I venture, also, to suggest to our Reporting Delegate that we
are really not considering the question of how you get a decision from the board of
directors, including cabling. We are considering now when there is a meeting of
the Board of Governors what is the minimum number present who constitute a valid
vote. That is all. And we have suggested here that a valid vote requires not less
than 2/3 of the total voting power of the governors on the board.

Mr. Monteros: Mr. Chairman, I believe, sir, that this minimum quorum is really
dangerous to the small countries. In other words, that a 2/3 quorum might be easlly
formed by the largest-quota members; therefore, it seems to me that 2/3 quorum is
too low in this particular mechanism for validity, especially if regarding certain
matters of concern and of great concern to all the countries. Therefore, I would
suggest the division of the quorum. I would propose two different kinds of a
gquorum should be had, some large quorum for more important issues, that the board
will decide and a small quorum for the less important issues.
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Mr. Chairman, Jjust as a suggestion, and the figures I am going to mention are
not intended to be specific, perhaps a combination of a quorum of voting power and
a quorum of member countries would do the trick, as they say. Perhaps i1f we had,
and I repeat these figures, the 2/3 voting powsr and 1/2 of the member countries
or any other figures that might be agreed upon.

Mr. Luxford: Mr. Chairman, I would suggest that by all means we do need a
quorum provision in this document. I think that the suggestions that have been
made are very good, both by Mexico and by Ecuador, and I am quire certaln something
along that line should be worked out so that we will give due regard to both the
number of countries and the quotas.

Mr, (United Kingdom): I would be prepared to accept an amendment in
that sense in any form drafted by the Committee. I entirely agree in the suggestion
of the Delegate.

Mr. Hsi: All that I want to say 1s to support the suggestion made by the
Mexican Delsgation.

Mr. : May I suggest we have a small committee to draft that last sen-
tence of Alternative B incorporating the suggestions that have been proposed here?

Mr. Hexner: Could we clarify the point made by Ecuador and Mexico? Would it
be convenient to the Mexican Delegate 1f we should state a guorum of 2/3 with the
minimum half of the member countries present. That would settle one part of the
1ssue.

Now, the second point would be if no guorum is present and business should be
performed would it be agreeable to state that the chairman should call another
meeting within the month at the latest and this meeting could decide without re-
gard to a quorum present. Would this be an agreeable proposal?

Sir: Wilfred: 1Ie not that which happens automatically, that if there 1s not
that quorum present no businssas can be transacted at that meeting, and that the
executive committee has to set another mesting?

Mr, Hexner: What 1 assume, Mr., Chairman, is that to suppose such business
has to be performed which cannot be delegated to the executive committee that
Just that happens, that in the second meeting again there is no quorum. Now, we
could decide -- I admit that it is a possible solution -- that we should state
rigidly that if no quorum is present no business can be performed. It is an al-
ternative, too.

The Chairman: I have understood the last part of Alternative B must be read
1ike this: "A quorum for the vote shall consist of not less than 2/3 of the total
voting power of the govermors and 1/2 of the countries." That, I think is the
proposal of Mexico and of Ecuador., All the gentlemen who are agreed to such a
proposition say "Aye".

Vote: Aye.

The Chairman: Approved.

I was so happy because we have approved something,




Mr. Hexner: I assume that the agreement of the Committee is that there should
be a quorum always present, 2/3 and half of the members.

Mr. Monteros: That is right.

Mr. Hexner: That if there 1s no such present there cannot be a decision made.

The Chairman: All right. Tomorrow at ten 0'clock.

Mr. Machado: Before we adjourn, I would like with your permission to present -
I have given it to the Secretariat -- Alternative C as to the organization of the
executive committee and I would like your permission to hand it to my colleagues,
the delegates from various countries here pending their receipt of formal mimeo-
graphed copies, so that they may study it and be ready for discussion.

The Chalrman: All right.

The meeting 1is adjourned.
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COMMITTEE I-3

Minutes of the Morning
Meeting
July k&, 194k

The Committee was organized with the introduction of the Chairman,
Dr. de Souza Costa, the Reporter, Dr. Hexner (Czechoslovakia), and the
Secretaries, Messrs. Bryan and Bittermann.

The text of VII 1 (a) was accepted by the Committee with the suggestion
that the words "all powers" be substituted for the word "administration" since
the latter word had too restricted a meaning in Spanish.

The Committee next considered VII 1 (b). After an exchange of views about
the delegation of powers, the text met with general approval.

Alternative A and B of VII 1 (c) were discussed. The view was expressed
that Alternative A did not give adequate opportunity to the small countries to
protect thelr interest by asking for special meetings of the Board of Governors.
After full consideration, the Committee generally agreed to the incorporation
into the draft of Alternative B with the exception of the last sentence. As
agreed, VII 1 (c) therefore would provide that special meetings of the Board of
Governors could be called on the Initiative of 5 countries or of countries having
25% of the quotas.

The meeting was adjourned at 11:30 a.m. until 4:00 p.m., July L,
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COMMISSION I - COMMITTEE 3

Afternoon Meeting - July 4, 1944

Dr. de Souza Costa presiding. Dr. Boucas acted as Chairman for the first
part of the meeting. The Committee continued discussion of Article VII,
Management of the Fund.

It was agreed that the provisions of VII-1-d are supplementary to VII-l-c,
and on this understanding, the provision was accepted. The meeting agreed to
VII-l-e without discussion.

Consideration was then given to VII-2-a. Some members favored postponement
of the discussion of this section until the quotas shall have been determined.
Others suggested that the principles of the quotas were known so that discussion
of this section could profitably be undertaken at once. Proposals were made to
increase the Board of Governors from 12 to 15, and to refer the matter to a proper
sub-committee. No action was taken on these proposals. Discussion of alternatives
A and B followed. It was stated that alternative A proposed to vest the powers of
the Fund on most matters except those specially reserved, to a small body which
could be In continuous session and so could transact business expeditiously as is
required under other clauses of the draft. The voting method permitted the for-
mation of groups for the election of members and so made possible representation
on a geographical basis or on the basis of similarity of economic interests irres-
pective of areas. The proposal was consistent with VII-2 of the joint statement
which provided that voting in the Board of Governors and in the Executive Direct-
orate was to be roughly proportional to the gquotas.
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MINUTES OF MEETING OF COMMITTEE 3, COMMISSION I
Organization and Management of the Fund

(July 5, 4 p.m.)

At ite third meeting on July 5, 4 p.m., the Committee by agreement decided
to defer action and further consideration of Article VII, section 2, Alternative A
and B relating to the Executive Directors until new drafts would be submitted by
various members for the sections in controversy. The Committee proceeded to
consider Article 7, section 3-Voting in the Board of Governors. After extended
devate it was agreed to accept in principle the first paragraph providing for a
number of votes to be assigned to each country by virtue of its uembership, in
addition to the votes proportional to quotas. No decision was taken on the
number of 250 votes per country until more information about the quotas becomes
available.

The Committee dlscussed, at coneiderable length, the implications of the
second paragraph of VII-3 providing for the reduction of votes of members pur-
chasing currency from the Fund and increassing the votes of members whose cur-
rencies are sold by the Fund. In the discussion 1t was brought out that the pre-
cise limitatione of the use of the proposed provision should be clarified by re-
drafting so as to make clear that the special voting provisions applied only to a
few circumstances, e.g., the waiver by the Fund of the limitations on the annual
purchase of currency by & member country and the prevention of the misuse of the
Funds assets. While thesre was no gensral agreement, the weight of opinion seemed
to approve of the terme of Alternative A with, perhaps, some reduction in the
penalty to be applied to the countries making large purchases of currency from the
Fund.

The third paragraph of the section was accepted. Alternative B was withdrawn
by 1ts supporters except the portion relating to the quorum, It was agreed that
the gquorum should be constituted by at least half of the member countries and at
leagt two-thirds of the votes.

On the other hand, the importance of voting might be over-emphasized in the
opinion of some of the delegates present, since the principal function of the fund
would be consultative. For this purpose, periodic meetings would be sufficient
whereas continuous mseting might result in excessive activity on the part of the
fund management. In opposition to this view, it was stated that agreement and
unanimity would be desirable, but might not always be possible. The consultative
function of the fund was not to be minimized, but in the absence of complete agree-
ment, voting might be necessary. 1t was aleso suggested that a monthly meeting of
the Directors would not be adequate unless in practice many of the functions of
the Executive Directorate were delegated to the managers.

In the argument in favor of Alternative B, it was suggested that the routine
powers of the Executive Directors would in meny cases be delegated to a permanent
official, who need not be & member of the Board and so might be selected on other
bases than the cunsiderations involved in selectiun by govermments direct.
Furthermore, the Chairman could call meetings of the Directors in advance of crises
which could be anticipated in advance. In general, the argument emphasized the



Ly

consultative functions of the Executive Directors rathern than their direct admin-
istrative responsibility. There was no general consensus of views on this question
at the meeting and discussion will be continued.

The meeting was adjourned at 5:30 p.m.
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MINUTES OF MEETING OF COMMITTEE 3 OF COMMISSION I
Organization and Management of the Fund

(July 6, 1944, 10 a.m.)

At the fourth meeting of the Committee on July 6, at 10 a.m. the text of
Article VII Section 5, page 28 was aoccepted without change. Article VII, Section 6
on depositories was then given extended consideration. Paragraph (a) in Alternative
A was agreed without change. Agreement was not reached on paragraph (b),
Alternatives A and B and the question was referred to Commission I for decision.
Alternative C was dropped by general consent. Section 7 was agreed upon as pro-
posed in Alternmative A, page 29.

The committee resumed consideration of the question of management of the Fund,
Article VII, Section 2. New drafts for the relevant sections were submitted. The
original Alternatives A and B were combined into a new draft (SA/1/17, Document
152) . Alternative C (SA/1/16, Document 151) and Alternative D (SA/1/15, Document
150) were introduced at this meeting. After discussion it was apparent that no
complete agreement was possible in view of the differences of these drafts. Addl-
tional amsndments to these drafte are to be submitted by several of the members.
The Chairman was authorized to appeint a special committee to consider the recon-
ciliation of these drafts and to present a new document to the committee as soon
as possible. The following countries were named to this committee: The United
States, the United Kingdom, the Netherlands, Cuba and Belgium.

Article VII, Section 8 and Article VIII, Section 1, were not discussed pending
clarification of their possible assigrnment to Conmittee 4. The committee recom-
mended that the first three clauses of Article VII, Section 11 be transferred to
Committee 4. Since an amendment is proposed to the fourth clause, action was
postponed on this clause, while the fifth clause was adopted as presented.

Ad journment at 1 p.m.

In the minutes of July 4, 4 p.m. in the third paragraph lines 6 and 7 the
words "Board of Governors" should read "The Executive Directors”.
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MINUTES OF MEETING OF COMMITTEE 3 OF COMMISSION I
Organization and Management of the Fund

(July 7, 1944, 10 a.m.)

The Committee amended Article VII (additional Section 10), page 32 by sub-
stituting the "Board of Governors" for "The Fund". With this amendment, the
Section was adopted. Article III, Section 11, page 14 was explained, but dis-
cussion was deferred on the request of some of the members. Alternative C to
Article VIT, Sections 1, 2 and 3 (Document 178), wag presented to the Committee,
and was referred to the sub-committee already dealing with the question of the
Executive Directors and methods of election. The Committee took no actlion on
Article VII, Sections 1, 2 and 3 pending a report of its special sub-committee.
Discussion of Article VIII, Section 3 was postponed until the next meeting to
allow time for the consideration of a proposed Alternative B.
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MINUTES OF MEETING OF COMMITTEE 3 OF COMMISSION I
Organization and Management of the Fund

(July 8, 194k, 9:30 a.m.)

The Committee considered Alternative D to Article VII, Section 6(b), page
29(v), relating to the deposit of the Fund's gold holdings. After discussion thils
was referred to Commission I to be considered along with the other Altermatives to
this Section. The Committee then considered Article III, Section 11, page 14(c),
Alternative C, relating to information to be supplied to the Fund by the member
countries, which replaced Alternative A. A new Alternative D, Document 203, was
also discussed. Alternatives C and D were referred to the Commission.

The Committee discussed Article VIII, Section 3, page 36, the Settlement of
Accounts of Withdrawn Members, A new Alternative was submitted and will be
circulated. An amendmendment to Article VIII, Section 4, Liquidation of the Fund,
was submitted and will be circulated. After discussion it was decided to refer
these matters to a special sub-committee, consisting of representatives of Belglum,
the United Kingdom, the United States, Australia and Mexico.

The sub-committee on the Executive Directors reported a "Final Alternative
submitted by the Special Sub-committee Appointed to Conaider All Proposals
Relative to the Executive Directore"” to replace the combined alternatives A and B,
C, and D with the amendments submitted by various countries. The sub-committee
reported that it had been able to reach agreement on all questions before it
except the total number of Executive Directors. After discussion the whole
Committee approved paragraphs 1, 4, 5, 6, 6(a), 7, 8, 9, 10, 11, 12, and 13.
Paragraph 3 was referred to Commission I after consideration of an amendment,
Document 178, paragraph 3, page 26(d). Paragraph 2 was discussed but no agreement
had been reached at the time of adjournment. An Alternative to paragraph 2 and
an amendment to Schedule B of the combined Alternatives A and B has been submitted
and will be cilrculated.

Ad journment at 11:35.
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MINUTES OF MEETING OF COMMITTEE 3 OF COMMISSION I
Organization and Management of the Fund

(July 11, 1944, 10 a.m.)

The Committee considered Article VIII, Section 2, Alternative A (Document 210)
dealing with suspension and compulsory withdrawal from the Fund. A number of
questions about the interpretation of this Article were raised in the meeting.
After the discussion, the Committee decided to approve the Altermative, Section 2,
2(a) and 2(b) with suggestion to the Drafting Committee of the Commission to state
clearly under what conditions a country would be suspended from using the Fund's
resources or be compelled to withdraw from membership and the falr procedure
therefor. It was the consensus of the Committee that these sanctions should be
applied only when the country's action directly affects the operation of the Fund.

The Committee received the report of its sub-committee on Liquidation and
withdrawal, (Document 243)%, The Committee agreed to eliminate from further con-
sideration Alternative B, Article VIII, Section 4 (Document 241). It was unable
to reach agreement on Alternatives A and C for this Section and referred the
matter to Commission I. Article VIII, Section 3, page 36, Settlement of Accounts
with Governments Ceasing to be Members, was also referred to the Commission for
action. No action taken on Article VII, Section 7, Location of Offices.

*¥Document 243 should be corrected in the third paragraph, line 7 to read:
"Alternative B" in place of "Alternative D.” 1In the fourth paragraph, line 9,
to read: "Alternative C" instead of "Alternative B".
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MINUTES

COMMISSION I, COMMITTEE 4

Form and Status of the Fund
(July 4, 11:30 a.m.)

The first meeting of Commission I, Committee 4 was held on July 4 at 11:30 a.m.
The Chairman of Commission I, Mr. White (USA) introduced the Chairman of the
Committee, Mr. Llosa of Peru, who in turn introduced the Committee Reporter,
Mr. Keilhau (Norway) and the Secretaries of the Committee.

After expressing appreciation on behalf of his country, the Chairman explained
that a document indicating the parts of the preliminary draft of the agreement
within the scope of the Committee had Jjust been distributed in the morning and
suggested that i1t would be advisable to delay discussion of the substance until the
next meeting. He also suggested that the next meeting be held the following
morning. The Chairman stated that it appeared that the following sections of the
preliminary draft fall within the scope of the Committee's activities: Article IX,
Sections 5, 6 and T7; Article XI; Article XII; Article XIII, Sections 1, 2, and 3
and 4; Article XIV.

As there was no response to the Chairman's inquiry regarding discussion, the
meeting was adjourned.




MINUTES OF MEETING OF COMMISSION 1, COMMITTEE 4

Form and Status of the Fynd

(July 5, 1944, 5:30 p.m.)

The second meeting of Committee 4 of Commission I was held on July 5 at
5:30 p.m. The Chairman announced that the Chairmen of all of the delegations had
agreed that there would be no formal voting in the Committees The Chalr was
authorized to appoint a small asterisk committee to which minor questions of wording
and coordination may be referred. In the case of a lack of agreement on important
questions, the lack of agreement will be reported to the Commission. Approval
was obtained permitting the technical personnel accompanying the delegations to be
allowed, at the request of the representatives, to express the point of view of
their delegations without arguing with the delegates.

The Committee proceeded with the discussion of Article IX, Sections 5, 6 and
7, as amended. After considerable discussion and comments by varilous delegates,
Section 5 of Article IX was approved without amendment. In the case of Section 7,
considerable discussion took place between the delegates. From this discussion
the Chalr summarized the consensus of opinion by appointing a subcommittee to
further review Article IX, Section 7 (Doc. #121) before final approval. The sub-
committee appointed by the Chair consists of one delegate from Cuba, Norway, U.K.,
U.S.A., and U.S.8.R. The delegate from the U S. was designated as Chairman. The
agsigmnment of the subcommittee 1s the review of Section 7 and presentation of the
consensus of opinion of the subcommittee.

In addition to the Articles and Sections assigned to this committee in
Doc. #51, the following matters were also assigned:

Article VII - Management of the Fund

Sec. 8 -« Relationship to other international
organizations

Article VIII- Withdrawal from the Fund

Sec. 1 - Right of members to withdraw
Sec, 2 -~ Buspension of membership or compulsory
withdrawal

These Sections are to be discussed at the meeting of July 6.

The above Articles and Sections were previously assigned to Committee 3 of
Commission I.




Minutes of Meeting of Committee (L4) of Commission I

July 6, 1944, 2:30 P.M.

Form and Status of the Fund

The third meeting of Committee 4, Commission I, was held on July 6, at
2:30 P.M. The Chair appointed the delegates from China, Cuba, Ecuador, Poland,
United Kingdom, Union of Soviet Socialist Republics, and the United States as the
members of the asterisk committee, with the delegate from Cuba serving as Chairman.
Also serving as ex officio members of this Committee are the Chairman, Reporter and
Secretary of Committee &,

The Chairman of the subcommittee to review Article XI, section 7, reported
that the members, at the meeting held today, were substantially in agreement. It
was indicated by the Chairman that the revised Article XI, section 7, would be
submitted to the full committee at the next scheduled meeting.

Article VII, section 8, was discussed extensively and the consensus of
opinion recommended approval without change. At the suggestion of one of the
delegates, the Committee approved the discussion at this meeting of Article VII,
section 11, items 1, 2 and 3, which were previously assigned to Committee 3.
After considerable discussion by the various delegates of the interpretation of
the proposed wording of the first phrase under the heading (Document 32, page 33)
of section 11 of Article VII, it was agreed that the present wording would be .
revised and stated as follows: "In order to carry out its purposes, the Fund shall
have full legal personality and, in particular, to "..." With this amendment in
wording the Committee approved Article VII, section 1l.

Following an extended discussion of Article VIII, Section 1, Alternative A,
the Chair stated that a consensus of opinion of the delegates indicated approval.
During this discussion the delegate of the country proposing Alternative B stated
his reasons for recommending changes in Alternative B.

Article VII, section 2, was not available for discussion.

At a joint meeting of the Chairmen of Committees 3 and h, it was agreed that
Article VIII, section 2, would be discussed upon its completion in Committee 3
instead of Committee L, as previously announced in the minutes of July 5, 194k,

In the case of Article XI --Amendments, there was a consensus of opinion
by the Committee that certain modifications be made to cover the proposals made
by the delegates of two of the countries. This article was referred to the
asterisk committee for their consideration.

Article XII, section 1, was discussed at length. At the conclusion of the
discussion the Chairman stated that the consensus of opinion approved Alternative A
but because Alternative B was an explanation of a part of Alternative A,
recommended that the asterisk committee meet and prepare one document for
presentation to the Committee.
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MINUTES OF MEETING OF COMMITTEE 4 OF COMMISSION I
Form and Status of the Fund

(July 7, 1944, 2:30 p.m.)

The fourth meeting of Committee 4, Commission I was held on July 7, at
2:30 p.m. The Chairman of the subcommittee to review article IX, sectlon 7 read
the document agreed upon by the members of the Committee. He stated that one of

the delegates reserved decision on a part of the document read to the full
committee.

As the remaining material assigned to this Committee had been referred to
subcommittees or was not available for distribution, the meeting was adjourned
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MINUTES
COMMISSION I, COMMITTEE L4

Form and Status of the Fund

(July 8, 11:30 a.m.)

The fifth meeting of Committee 4, Commission I, was held on July 8 at
11:30 &a.m.

Article IX, Section 7, Alternative B, Document l9h, page h3a, was adopted
in the form as presented by the subcommittee.

Considerable discussion was held upon the document presented by the sub-
cormittee known as Article VII, Section 11, Alternative B, Document 198, page 33a.
The first three numbered sub-paragraphs were accepted as presented, sub-paragraphs
4 and 5 having been referred to another committee previously.

Article XI, Alternative C, Document 198, page 45a. After considerable dis-
cussion it was decided to insert in the second line between the words "from"
and "a" the words "the Government of" and in the ninth line between the words
"three-fifths" and "of" the words "of the Governments" to make the meaning clear
with that indicated in the seventh line and the last line of the first paragraph.

Article XII, Section 1, Alternative C, Document 198, page L6a. Discussion
on this document was prolonged. It was finally decided to accept the text as
presented in Alternative C.

Article XII, Section 3, Alternative A, Document 209, page 48, After the
delegate from the U.S.A. explained the purpose of the wording which was presented
the text was adopted without change.

The Committee was advised that Article XII, Section 2 and Article XIII,
Sections 1, 2,3and & were not yet ready for presentation to the Committee or its
subcommittees. With this exception the Committee has completed the work assigned

to 1t by Commission I.




